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PROCEEDINGS
(9:30 a.m.)

MR. FEATHERSTONE: Good morning. Welcome to the
United States International Trade Commission's conference in
connection with the preliminary phase of countervailing duty
and antidumping investigation Nos. 701-TA-430 and
731-TA-1019 concerning imports of durum and hard red spring
wheat from Canada.

My name is Lynn Featherstone. I'm the
Commission's Director of Investigations, and I'll preside at
this conference. Among those present from the Commission
staff are Bob Carpenter, the supervisory investigator; D.J.
Na, the investigator; Mike Diehl, the attorney/advisor; Bill
Deese, the economist; Chand Mehta, the accountant and
auditor; John Reeder, the industry analyst; and we're Jjoined
also by Warren Payne from the Office of Industries as well.

The purpose of this conference is to allow you to
present to the Commission through the staff your views with
respect to the subject matter of the investigations in order
to assist the Commission in determining whether there is a
reasonable indication that an industry in the United States
is materially injured or threatened with material injury or
that the establishment of an industry in the United States
is materially retarded by reason of imports of the
merchandise which is the subject of the investigations.
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Individuals speaking in support of and in
opposition to the petition have each been allocated one hour
to present their views. Those in support of the petition
will speak first.

The chair may ask questions of speakers either
during or after their statements. However, no cross-
examination by parties or gquestions to opposing speakers
will be permitted. At the conclusion of the statements from
both sides, each side will be given ten minutes to rebut any
opposing statements, suggest issues on which the Commission
should focus in analyzing data received during the course of
the investigations and make concluding remarks.

This conference is being transcribed, and the
transcript will be placed in the public record of the
investigations. Accordingly, speakers are reminded not to
refer in their remarks to business proprietary information
and to speak directly into the microphones. Copies of the
transcript may be ordered by filling out a form which is
available from the stenographer. This proceeding is also
being shown within the building on closed-circuit
television.

You may submit documents or exhibits during the
course of your presentations. However, we will not accept
materials tendered as business proprietary. All information
for which such treatment is requested should be submitted to
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the Secretary in accordance with Commission Rule 201.6.

Any documents that are letter size and copiable
will be accepted into the record as exhibits to the
transcript. Other documents that you would like
incorporated into the record should be submitted as or with
your post-conference briefs.

Speakers will not be sworn in. However, you are
reminded of the applicability of 18 USC 1001 to false or
misleading statements and to the fact that the record of
this proceeding may be subject to court review if there is
an appeal. Finally, we ask that you state your name and
affiliation for the record before beginning your
presentations.

Are there any questions? If not, welcome, Mr.
Cunningham. Mr. Hunnicutt. Please proceed. I was looking
at Mr. Cunningham. I apologize.

MR. CUNNINGHAM: And welcome to you, Mr.
Featherstone.

MR. HUNNICUTT: Mr. Featherstone and Mr.
Cunningham, I'll take that as a compliment.

Good morning. My name is Charles Hunnicutt, and
I'm counsel to the Petitioners in these investigations.
We're here to tell you about the devastation that is
occurring to the domestic durum and hard red spring wheat
industries as a result of the flood of dumped and subsidized
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imports of the subject merchandise from Canada.

With me this morning to testify on behalf of the
Petitioners are Neal Fisher, a North Dakota wheat farmer and
also administrator of the North Dakota Wheat Commission.
With him is Jim Peterson, marketing director of the North
Dakota Wheat Commission, who will be able to assist with any
questions you may have. Petitioners' economic consultants
present this morning to testify are Andrew Wechsler,
managing director, LEGC, LLC, and Andrew Szamosszegi,
managing consultant, LEGC, LLC.

The U.S. wheat farming industry is the most
efficient in existence. It is not by accident that the
United States came to be known as the breadbasket of the
world. The northern plains are ideally suited to growing
the wheat varieties that are the subject of this
investigation, and our farmers have made the financial and
personal commitments necessary to continue to feed us.

What is happening to our U.S. durum and hard red
spring farmers? They're losing their shirts. Farm revenues
are down even as costs continue to increase. The result is
a sea of red ink that threatens the very existence of these
industries. As a result, some farmers are abandoning wheat
production and are leaving farming altogether. Why?

Because of the unfair subject imports from Canada.
The subject imports and domestic production are
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9
fungible. Market demand for durum and hard red spring wheat
is inelastic and has been stable. Nevertheless, subject
imports are up, subject import market shares are up. Simply
stated, large volumes of dumped and subsidized subject
imports have driven domestic market prices for durum and
hard red spring wheat down to unsustainable levels.

The causal connection is clear. Canadian imports
are causing present material injury to the domestic
industries and threaten continued material injury to these
industries. This is not a new set of industries to be
before the Commission. The Commission has determined the
impact of these unfair imports in the Section 22 and took
several looks even earlier than that.

We have a strong affirmative case based on the
traditional period of investigation, but these industries
entered the period of investigation injured and wvulnerable,
and we should not lose sight of that fact.

Agriculture has been the foundation on which this
country has grown for more than 200 years and remains a
vital part of our society. Our farmers need to be treated
fairly, and allowing these unfair Canadian wheat trade
practices to continue would be a travesty.

With that, I'd like to turn our first substantive
presentation over to Neal Fisher.

MR. FISHER: Good morning. My name is Neal
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10
Fisher. My family and I have a farming and ranch operation
in Kuter County, North Dakota. We raise cattle, spring
wheat and other small grains there. I'm also the
administrator of the North Dakota Wheat Commission, which is
an entirely producer controlled organization that represents
the majority of producers of U.S. hard red spring wheat.
Our stakeholders also produce the majority of the durum
wheat grown in the United States.

I'm here today because, at the recommendation of
our U.S. Trade Representative, we have filed antidumping and
countervailing duty petitions seeking relief for hard red
spring wheat and durum farmers from the unfair trading
practices of the Canadian Wheat Board. The economic injury
to the U.S. hard red spring wheat and durum industries has
been severe. Unless the subsidies of the Canadian
Government and the dumping of the subject merchandise wheat
from Canada are curtailed, our farmers face very real,
imminent additional injury.

In 2001, our farmers produced 476 million bushels
of hard red spring wheat. This is the aristocrat of wheat
when it comes to making bread, particularly specialty
products like yeast breads, hearth breads, croissants,
bagels, frozen doughs, some pizza crusts. Ten year average
production was somewhat higher at 525 million.

Lest you think that hard red winter wheat grown
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11
primarily by the farmers in Kansas and the central plains
states is substitutable with this spring wheat that we're
talking about, consider the loaves of bread that we have
before you here. On one hand we have this loaf of floppy,
white, sliced bread. That's the cheap product made in the
United States from hard red winter wheat. The price for
that loaf of bread is around 99 cents.

The other two loaves we have here are what we call
artisan breads. They're made from hard red spring wheat.
The price for these loaves is $2.90 and $3.69 per loaf.
You'd be hard-pressed to make this type of bread out of the
hard red winter wheat that is the major ingredient in the
loaf on the right-hand side here.

There are notable differences in the mixing and
baking properties of hard red spring wheat that make it
uniquely suited to crafting this type of premium product,
but you shouldn't take my word for it. Take Pillsbury's.

On their bag of Pillsbury's Best Bread Flour it says, "Made
exclusively with hard red spring wheat, which is higher in
protein and makes better bread."™ I'll put all of these
items into your hands as the hearing progresses.

Durum is the other specialty wheat that we produce
in our region and was addressed in the petitions. In 2001,
U.S. production of durum wheat was 84 million bushels. Our
ten year average in this case also was higher at 100 million
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12
bushels. Durum wheat is used to make premium pasta products
throughout the world.

As you know from the petitions, the U.S. and
Canada are the world's largest wheat exporters. While
Canada is a major wheat producer, the domestic market there
is quite small. Thus, with a vast quantity of wheat
available for export, Canada has become the acknowledged
price setter in the world market.

This places the Canadian Wheat Board, which has
total control over the export of the subject merchandise, in
a unique position to inflict injury on its foreign
competitors. Most of these competitors don't have any
discipline or can't exercise discipline in the process in a
meaningful way by exporting to Canada.

With this small home market in Canada, the main
impact of the Canadian Wheat Board's actions are felt in the
United States by our producers. The impact of Canadian
subsidies and the Canadian Wheat Board's unfair pricing of
hard red spring wheat and durum has been dramatic. These
impacts include severely depressed prices, negative net
acreage returns on hard red spring wheat and durum and a
subsequent loss of those acres, which amounts to downsizing
our industries.

In many cases, it has also resulted in the exodus
of farmers from our primary industries, which is the
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13
production of hard red spring and durum wheats. The
interested parties in these investigations are particularly
vulnerable to the Wheat Board practices because we produce
exactly the same specialty wheats and compete for primarily
the same markets as does the Canadian Wheat Board.

The wheat belt for hard red spring wheat and durum
extends well into Canada and really doesn't recognize any
geographic boundaries. Canadian and U.S. growers of hard
red spring wheat grow identical products, and they face the
same environmental production issues. The key difference is
that Canadian farmers are forced to sell their wheat to the
Canadian Wheat Board, which has a federal mandate not to
maximize profits, but instead to sell and dispose of the
grain that it has acquired by these means.

The Canadian Wheat Board is the world's largest
single wheat exporting entity. Its market dominance is
particularly apparent in the trade of durum wheat where it
markets an average two-thirds of all global exports. This
means the Canadian Wheat Board is not entirely a price taker
in the durum market. Rather, the Board has a major effect
on the prices through its decisions on how much to market at
any given time.

As a result, farmers who produce the domestic like
product are faced with competing with this entity, which
receives considerable government subsidies and can unfairly
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14
price the subject merchandise and in effect undersell our
U.S. farmers. Given the small Canadian domestic market and
the opportunities that are offered there, the majority of
the subject merchandise is exported, much of it to the
United States.

For most of the past decade, U.S. farmers have
suffered significant injury. I've seen firsthand the
injuries suffered by U.S. hard red spring wheat and durum
farmers as a result of these unfair trading practices. The
impact of the Board's unfair pricing and market practices
has had a devastating effect on our farming economy and in
our rural communities in our region.

The volume of subsidized imports being sold in our
domestic market at less than fair value is very significant.
Although the petitions provide the volume and value of
imports, I will briefly summarize.

For the period of investigation beginning in 1999,
imports of Canadian hard red spring wheat totaled 50.3
million bushels and rose to nearly 54 million bushels by
2001. This amounts to a seven percent increase.
Historically, i1if we look back to 1995 imports of the subject
merchandise have risen 64 percent, and since the
implementation of the Canada-U.S. Free Trade Agreement in
1989 such imports have increased over 1,000 percent,
virtually from nothing to the current levels.
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Regarding durum for the period of investigation,
in 1999 imports of Canadian durum totaled 15.6 million
bushels and rose to 19.2 by the end of the period in 2001.
That's a 23 percent increase. Historically for durum, since
1995 imports of the subject merchandise have jumped 170
percent. Since the implementation of the U.S.-Canada Free
Trade Agreement, imports of durum have increased over 300
percent in that 13 year period.

These unfairly traded and subsidized imports are
injuring U.S. producers of domestic like products. The
injury goes much deeper than simply price depression, but
I'd like to start there as a place to begin. The gross
value of the hard red spring wheat production in North
Dakota has declined by 32 percent from an average of $880
million in 1996 to 1998 down to $600 million during the
period of investigation.

The situation is even worse for durum, with the
value of North Dakota production declining from an average
of over $300 million in 1996-1998 to a mere $179 million in
the investigation period. That represents a 42 percent
decline.

As the petitions further illustrate, the value of
hard red spring wheat produced in 2001, the most recent data
available, dropped $50 million in just one year from the
period year levels. For durum, the value of production
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16
dropped $35 million from the previous year in 2000.

Looking at it another way, average net returns per
acre of hard red spring wheat after labor and management has
raised from minus $18 an acre to a minus $25 per acre.

These are based on records of a farm management group at
North Dakota State University. Durum net losses have been
minus $10 an acre to minus $17 per acre in that period.
It's pretty easy to see that those persistent and
increasingly negative returns are threatening the very
existence and viability of the hard red spring wheat and
durum production industries in the United States.

U.S. farm level prices for hard red spring and
durum have been impacted negatively for the entire period
since the United States-Canada Free Trade Agreement was
implemented in 1989. Imports rose quickly in the years
following, and absent a remedy such as the tariff rate
quotas which were imposed in the mid 1990s, prices were kept
at artificially low levels throughout that period.

This impact led to growing frustrations and the
call for U.S. investigations into the issue. As you know,
many of these investigations have been stymied by the
Canadian Wheat Board's refusal to disclose any price
information or sales information whatsoever.

However, the Section 22 investigation in the mid
1990s did reveal significant impacts on U.S. farm programs.
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17
As a result of this action, tariff rate quotas were imposed.
Immediately prices responded for both industries, both
spring wheat and durum. Coincidentally, and in addition to
the increased prices, planted acreage for both U.S. spring
wheat and durum increased as well. Producers did respond to
those price signals in that more normal market setting.

Unfortunately, the tariff rate quotas were only
officially in place for one year and unofficially observed
for one more year. As soon as they were lifted, prices
began to decline and then went into a very steep fall as
higher volumes of unfairly traded Canadian hard red and
spring wheat and durum from Canada resumed.

This brings us to the present situation in which
again prices have fallen well below the 25 year average for
hard red spring wheat and durum. Prices began to fall very
sharply in 1998 and 1999 and have continued to decline
throughout this entire period of investigation.

If we want to look at this another way, we can
review USDA data on average monthly prices during the period
of investigation. That will show us that producers have
been receiving about $1 to $1.50 a bushel less than the most
recent ten year average. Even more alarming is a disruption
in the traditional price relationship between these two
commodities, hard red spring and durum wheat.

Let's look at Exhibit 1. While these two classes
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of wheat make very different products -- I apologize for the
size of the chart; it's a little small there -- they do
compete for acreage in the eye of the producer. Because

durum is riskier to produce, it has typically required a
price premium to economically justify allocating your
resources to durum versus the competing commodity, hard red
spring wheat.

That premium has traditionally been in the range
of 50 cents per bushel. However, an in-depth analysis of
durum prices reveals that in 28 of the last 48 months, the
premium for durum has been virtually non-existent. In fact,
if you look at it more closely a discount has persisted
throughout much of the period.

The result of that overall price depression for
both spring wheat and durum is erosion of that normal
allocation of resources to their production of these two
classes of wheat. The phenomena is more apparent in durum
because of the lack of the traditional price premium. It's
a little bit on the small side, but I think you can see that
the blue line is durum, and that has gone to a sharp
discount over much of that period in question.

Unfortunately, the longstanding unresolved wheat
trade problem with Canada has set the stage for a slow and
painful erosion of U.S. wheat farming unless the subsidies
and unfair pricing practices are stopped. This is evidenced
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in many ways other than price depression. For example,
acreage trends for hard red spring wheat and durum in North
Dakota also demonstrate injury to the allocation of land and
other resources in our industry.

Average hard red spring wheat acres in the most
recent three year period are down from 17 to 29 percent
compared to the levels achieved during the imposition of the
tariff rate quotas in prior years. For durum wheat, acres
are nearly 30 percent less than they were in the tariff rate
quote period, so again it's more pronounced in durum.

In crop year 2002, North Dakota farmers seeded the
fewest acres of wheat in nearly 20 years. Hard red spring
wheat acreage was reduced to 6.9 million acres, which is a
three percent decline from 2001. Durum acreage declined to
2.1 million acres, which is a five percent drop from that
year before. Accompanying these declines is a decrease in
the domestic market share held by U.S. farmers to less than
80 percent due to the relentless imports of Canadian wheat
imports.

Depressed prices, declining plantings, diminishing
value, shrinking U.S. market share have drastically affected
the financial performance of U.S. farmers who produce the
domestic like product. Simply stated, farm incomes have
plummeted. As the petitions indicate, USDA's cost and
return data also offer some insight, another way of looking
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at this again, into the decline of wheat producer incomes
from 1998 through the year 2000.

These are USDA numbers for the northern great
plains region. The data indicates that returns declined to
$21.94 in 2001 from $39.54 in 1998. That was before all
costs were considered. When the value of unpaid labor, the
opportunity cost of land and capital recovery costs are
included in this equation, and these are regional numbers,
not just North Dakota, the region's wheat farmers lost more
than $76 per acre in the year 2000, the last year this data
was available from USDA. I think that's a very significant
number.

As a result of the list of injuries that I've
recited, domestic farmers are unable to generate adequate
capital to finance continued operations. There has been a
further decline in production of the domestic like products
as farmers either go out of business or switch to other
crops that might be a little more profitable. Under these
circumstances, the actual and potential negative effects on
the development and production efforts of our farming
industries are enormous. This goes beyond the basic farm
unit or the farm entities that are so important in this
whole equation.

In agriculture, factors affecting the cost of
producing the commodity are very complex. High capital
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investments are required in both land and machinery, and
they often limit the ability of farmers to move in or out of
the industry until prices become more profitable. This
means that at times producers will actually grow crops that
are not profitable at the moment since the capital costs
involved are incurred whether or not you're producing a
crop; the cost of operating the plant.

North Dakota durum and hard red spring wheat
producers face especially daunting and limited economic
options because of the geographic location and climatic
conditions. The potential to switch to other crops is quite
limited. The climate, soil, other environmental factors in
the state are especially favorable, however, to these
domestic like products that we've produced today.

North Dakota farmers do grow other grains and
oilseeds, but in much smaller quantities. Even with the
depressed prices caused by imports of the subject
merchandise from Canada, wheat remains the state's dominant
crop, and that's in terms of the total acreage harvested and
the overall production. We have about 22 million acres that
we can actively till in North Dakota, and roughly nine
million of that is still in wheat today.

In short, North Dakota wheat farmers, faced with
these low prices due to the Canadian Wheat Board's unfair
pricing and other market prices, have little recourse in the
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short run. The domestic wheat industries in question have
suffered at the hands of the Board for years and are on the
brink of disaster.

It's difficult for U.S. wheat farmers to continue
producing a product that is too cheaply priced to cover
break even costs. In the United States, the wheat
industry's deterioration is dangerously close to the
ultimate breaking point. That's the point where negative
impacts quickly accelerate as mere base levels of production
are no longer profitable to sustain the infrastructure.

This was the point I was making earlier. We have
transportation and grain handling infrastructures that need
volume. They need consistent sales and activity to maintain
the facilities and efficiencies that they have built into
the system. Once these capacities are gone or destroyed by
unfair competition, it will be very, very difficult to bring
them back into operation.

Tremendous start up costs that are nearly
impossible to overcome characterize today's fiercely
competitive global market environment. Later in this
conference you might hear a famed claim that U.S. milling
and pasta industries purchase Canadian supplies because U.S.
producers don't produce enough. Well, such assertions are
patently false.

Exhibit 2. In this illustration, and again I
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apologize for the size of it, but the dark line that you see
is total demand for the product. In this case, it's hard
red spring wheat. You'll also note that the yellow portion
of the bar graph is the production, and the inventories that
are carried into the market year is the lower part. I'm
colorblind, so I won't tell you what color that is, but
suffice it to say it's dark.

The point is that the dark line for total demand
is well below the upper line, which indicates the total
supply. In the case of hard red spring wheat, those
supplies have exceeded total use -- that's domestic and
export demand -- by an average of 38 percent. I apologize.
On the chart I think it says 138 percent, which would
indicate that the supply is 138 percent of the demand. At
any rate, it exceeds it by 38 percent or over 208 million
bushels. That's over the last 15 years. Even absent the
contested imports, U.S. supplies have exceeded demand in all
of the last 15 years.

In the case of durum, and we need to go to Exhibit
3, supplies have exceeded total use by an average of 36
percent. We're making exactly the same comparisons here.

By an average of 36 percent of 45 million bushels during the
last 15 years. Again, without the contested imports U.S.
supplies have still exceeded demand in all but three of the
last 15 years.
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Situations of tighter supplies often are the
direct result of price and income suppression. This occurs
in this case in periods of increased imports. Aided by
subsidies and dumped in the market, imports from Canada
remove substantial demand from the price equation and
dramatically reduce the natural market signals and potential
for upward trends in prices.

The scenario is dangerously close to becoming what
we call a self-fulfilling prophecy. Let me explain a little
bit what I mean about that. As producers, we watch our
normal market situation. In the beginning of this
phenomenon, we see the Canadian exports come in, depress
prices. As producers observe this, they become less
enthusiastic, should we say, about planting the crop so
there is a downturn in acres and, therefore, somewhat of a
downturn in production potential, given whatever weather
we're dealt that year.

That can reduce the available supply, which then
may, if you bring the cycle around again, justify in some
people's minds the need to import additional quantities. As
that happens, you further depress the industry. You further
depress the acreage and the production potential, and we
develop this downward spiral which we've come to call a
self-fulfilling prophecy.

Left unchecked, obviously the milling industry's
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false claim will become a reality. Ultimately under that
scenario they may soon need to import their raw material
from Canada because U.S. hard red spring wheat and durum
producers and their industries will be decimated. Thank you
for allowing me to take that little time to explain that.

Our farmers know full well that not every bushel,
however, that they produce each year is top grade. Weather
is always an unknown in the North American hard red spring
wheat and durum production areas, both on our side of the
border and in the Canadian areas.

Nonetheless, we do our best to insure that the
varieties we plant, our crop inputs, including the
fertilizers and all the other inputs, and the production and
harvest practices we follow are aimed at producing quality
wheats to meet the needs of our customers both domestic and
worldwide.

Under normal market conditions, producers are
rewarded for such diligence with premiums. When weather
does not cooperate, a fairly traded market compensates
farmers for the real planting and harvest risk that exists.
Fair and open markets seek out and reward that highest
quality, thus insuring that a more sufficient supply base is
there in the following year. That's the only way to unravel
that downward spiral.

Prior to the onslaught of Canadian durum and hard
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red spring wheat imports to the United States, there was
never a concern expressed by domestic millers and processors
about sufficient supplies or quality. This is because they
were all competing for the supplies at a fair and open
price, and producers responded accordingly to the market
signals that were in place.

Data on the physical characteristics of the wheat
itself -- milling, dough mixing, baking and pasta
processing, traits of the region's crops -- confirm
sufficient supplies of high quality hard red spring and
durum wheat year after year. If we follow the domestic
millers' argument that they can only use the top grade or
that portion of the crop which grades No. 1 each year,
supplies of hard red spring wheat and durum have still
surpassed domestic food use in all but one of the past 15
years. The only exception was in an extremely severe
drought which occurred in 1988.

Certainly there are years that are tighter than
others, but in the past two years supplies of the top grades
-- not just No. 1, but the upper grades let's say -- have
actually expanded. Of particular interest here is the fact
that imports, on the other hand, have not declined during
that corresponding time period.

Durum supplies have no doubt been tighter than
that of those of hard red spring wheat, but again imports in
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no way correlate with the tighter supplies of quality
durums. It's very frustrating for U.S. farmers to
experience a year like 1998, for example, when production of
top quality durum Grade No. 1 and No. 2 was 179 percent of
domestic mill needs, yet imports reached a record 20 million
bushels and prices declined dramatically.

I think that's shown on your chart with the
circle. 1998 expresses where it was one of the largest
crops on record, and we still saw imports increase to a
record 20 million bushels. That's the second time we look
at Exhibit 3.

What happened in 1999-2000? Well, supplies in
this example would appear tighter certainly, and yet the
imports came down along with tighter supplies, so there's
not necessarily a relationship here I don't think. Imports
declined from the levels of 1998 only to surge again in
2000-2001. This is completely out of sync with production
and supply availability.

It is, therefore, abundantly clear that the
Canadian Wheat Board's unfair pricing practices drive
imports, not the gquantity or quality of the U.S. crop.
Nonetheless, production is being compressed in the United
States, but it is solely due to the selling practices of the
Board, not the inefficiency on the part of the U.S. durum
farmers.
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We've repeatedly heard the excuses from the U.S.
processors that they've purchased imported Canadian hard red
spring wheat and durum for its quality. I think there's
another story here, too. Data on imports from the U.S.
Census Bureau clearly show that a majority of Canadian
imports are actually not top quality. You need Exhibits 4
and 5 probably simultaneously here.

If processors were really trying to purchase
Canadian supplies because they could not secure enough
quality hard red spring wheat or durum from the U.S.
harvest, it's not consistent that two-thirds of the spring
wheat and half the durum that has come into this country
during the last three years would be less than top grade.
However, that appears to be the case.

It's clear the domestic supplies of both hard red
spring and durum wheat have been more than adequate to cover
our needs, but let's look back at this quality. When you
look at the chart on the left here, we find that if you
watch the color code there the imports of No. 1 are I
believe it's a blue bar, the dark bar on the left. The
imports of No. 2 are the larger bar, much larger bar, in the
center. Of course, there's a smidgen there or small amount
of the other, which would signify lower qualities, a very
minor amount, on the right-hand side of each of those
illustrations over the three year period.
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If you move to the durum side, the chart on the
right-hand side, you find that the blue bar there is the No.
1 grade durum with a very high hardened vitreous kernel
count, which is another measure of quality. It's 85 percent
and better. Over the three year period, about half of the
durum that came into this country was of that upper quality
break, but there's also a sizeable amount of material that
classifies lower than that with lower levels of hardened
vitreous kernels or a lower numerical grade, which make up
those shorter bars. The point is that it's about 50/50 of
the high quality wversus some other quality that has come in.

It's clear I think that domestic supplies of both
durum and spring wheat have been more than adequate to cover
domestic needs, and it's not necessarily quality that drives
this issue. The reason for the milling and pasta industry's
opposition to these investigations is that they are
continually receiving unfairly priced and marketed Canadian
Wheat Board spring wheat and durum.

If a shortage truly existed in durum and spring
wheat, prices most certainly would have responded to the
signals of a market shortage. Since there was no such
response for a period of nearly four years, there could not
have been a shortage of either quantity or quality.
Moreover, prices have remained artificially low due to the
imports of Canadian wheat. This is not healthy economically
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for U.S. consumers, U.S. workers, in addition to the loss
it's creating across North Dakota in the farmers'
enterprises in that region.

The injury to U.S. farmers is significant and
longstanding. U.S. wheat farmers of the domestic like
products are not asking, however, for any advantage. We
simply want a level playing field, and we are insisting that
the Canadian Wheat Board operate in a fully transparent
manner, but, more importantly, under commercial terms in
competition with other exporters of grain.

I thank you for the opportunity to testify at this
morning's conference. Jim Peterson and I look forward to
answering any questions which you may have.

MR. FEATHERSTONE: Thank you, Mr. Fisher. We'll
accept your collection of five exhibits as Collective
Conference Exhibit 1.

MR. WECHSLER: Good morning. For the record, my
name is Andrew Wechsler, W-E-C-H-S-L-E-R, of LEGC, LLC. I
am a professional economist and testify as such today. I'm
going to go through a PowerPoint slide exhibit, which has
been distributed to the staff and the audience, and comment
as I do.

We have a decade of persistent unfair trading
practices by the Canadian exporters of wheat to the United
States, in particular the Canadian Wheat Board. The period
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of investigation covers three crop years -- there's a
correction there -- 1999-2000 through 2001-2002. We've
submitted information on separate dumping margins for durum
and for hard red spring wheat.

There is a significant array of subsidies created
by the Government of Canada which both reflect and enforce
the CWB's monopoly as a purchaser and seller and our key to
transmitting these deleterious effects of dumping and
subsidies to the U.S. market. A decade of persistent and
large subsidies is in fact an important background point.
We've been here many times over the last decade. This is
not news to the Commission.

The fact is that we entered the period of
investigation with the industry severely injured, and we
ended even more severely injured. A slavish look at just
trends over the period of investigation for looking at some
sort of deepening correlation in those three years actually
puts a burden on the petition that it shouldn't have because
in fact the practices of the Respondents were as egregious,
if not more egregious, at the beginning of the period than
they have been at the end of the period. There's been
injury throughout, and all of it is remediable under the
law.

We've identified the subsidies. I'm not going to
review them in detail now. The Section 332 investigation
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confirmed these, much to the chagrin of Respondents. I'm
just going to review one aspect of how these non-market,
anti-market interventions by the Canadian Wheat Board and
the Government of Canada. which backs it and has created it.
affect the U.S. market. That is on Slide 4, the question of
forward contracts.

The CWB's very structure as established by law and
enforced on the farmers of Canada facilitates the non-
commercial provision of forward contracts. If someone wants
to find a forward contract for durum wheat, they have to go
in effect to the Canadian Wheat Board because the Canadian
Wheat Board has made it impossible for the market private
provision of forward contracts in the U.S. market.

This is not an aspect differentiating them in the
sense of product differentiation. The products are the
same. The northern great plains don't stop at the parallel
that separates Canada from the United States. The weather
doesn't stop. The grain varieties don't suddenly change as
you cross the border.

What does is the legal framework. The legal
framework in Canada means that the only player in the U.S.
market selling Canadian wheat is the Canadian Wheat Board.
If a Canadian farmer wants to sell his wheat anywhere, he
has to sell it the Canadian Wheat Board unless he's willing
to devalue it as feed grain for cattle.
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In a free market, forward contracts must charge to
cover acquisition risk, pricing risk, that is that the
market price may change between the execution of the
contract and the fulfillment of contract and storage costs
if the wheat is actually retained and stored by the person
providing forward contract.

By design, the CWB faces none of these. Western

Canadian farmers can only sell through the CWB. They must
hold the grain until the Board asks for it. They can't sell
it elsewhere in the interim. Thus, there's no risk on the
sales side and no risk on the pricing side for the CWB.
They simply sell it and give the Canadian farmers the change
left over after their marketing expenses and, for that fact,
illegal expenses of defending their practices in proceedings
such as these.

Dumped and subsidized sales transmit these non-
market features to the U.S. market. U.S. wheat faces the
full market cost of forward contracts, and in durum this
means there's simply no functioning future contract. It's a
major disadvantage created by the subsidized and dumped
framework within which the Canadian Wheat Board sells its
wheat in this market.

The Canadian Wheat Board does not respond to
market forces. It creates them. The CWB essentially
proclaims in its own literature, selling its services in its

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo o B~ wWw N P

N NN N NN R R R R R R R R R
gag A W N P O © 0o N oo 0o M W N - O

34
public relations material to Canadian wheat farmers, that it
has market power. This is not in dispute. What it doesn't
admit in the same breath is that this means it's a price
maker and not a price taker. 1Its mere presence in the U.S.
market alters U.S. supply and pricing, and that is a dumped
subsidized presence.

One need not look for a dime's worth of
underselling in this market. You have commodity goods, and
the presence of additional dumped subsidized supply ipso
facto depresses conditions for free market competitors in
the United States. CWB has not been driven by changes in
U.S. supply and demand as they claimed in the 332. Canadian
exports to the United States have not been driven by higher
prices. We submit in a straightforward econometric analysis
this in the petition at I-47, and I think that really
dispenses with that claim completely.

There has been a large rise in imports over the
POI, though none need have been shown to bear our burden of
demonstrating material injury. As Slides 7 and 8
demonstrate, spring wheat imports from Canada are up 7.6
percent, and durum wheat imports are up 23.3 percent over
the three year POI. For a commodity such as wheat, these
increases are clearly significant.

Let's turn to Slide 9. There is a large and
growing Canadian market share. U.S. consumption has been
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stable and prices low, but Canadian Wheat Board sales have
risen, as is demonstrated in Slide 10. As Slide 11
indicates, Canadian durum share of U.S. mill grind
consumption rose from 25 percent to 29 percent over the POI.
Canadian spring wheat share of U.S. hard red spring food use
rose from 20 to 22 percent over the same period.

The context for this and the result of this has
been depressed U.S. prices. For hard red spring, prices
have remained low throughout the period of investigation.
The hard red spring protein premium has all but disappeared
as various protein hard red spring wheats have seen their
prices compressed to a very narrow band.

In durum, prices have remained depressed, too.
Both the cash and futures market at the Minnesota Grain
Exchange for durum have seen very little activity. Even now
with recent price increases due to drought in the last few
months, prices remain exceedingly low. Past droughts have
usually led to much, much higher priced spikes.

Despite poor supply products, durum prices remain
well below their historical average. In fact, we've
calculated over the entire period for which consistent data
are available, which is 20 years in the case of durum and 22
years 1in the case of hard red spring. For hard red spring,
they are only slightly above the long-term average despite
the drought.
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If you want to see the protein premium
compression, that's shown dramatically in Slide 14 for hard
red spring wheat. What have been traditional premium for
higher protein spring wheat and also for durum have been
compressed to almost insignificant differences over the last
one to two crop years.

Taking inflation into account, even with higher
prices returns remain exceedingly poor. Real prices of both
durum and hard red spring remain depressed. As of this
August, 2002, durum prices were 14 percent lower than their
long-term average, and hard red spring prices were eight
percent lower than their long-term average.

Acreage trends further indicate industry, and
acreage 1in agriculture is important to consider both under
the rubric of capacity and capacity utilization, which are
terms that are more akin to industrial production. Long
depressed durum prices have all but eliminated the durum
premiums as we've just seen. Durum is riskier to grow. The
diminished premium has led to a dramatic decline in durum
acreage. During the POI, just three years, durum acreage
declined by 30 percent nationwide and 38 percent in its
heartland of North Dakota alone.

Hard red spring acreage has been flat, but this is
also an indicator of injury. Many disappointed durum
growers shifted to hard red spring because it's a less risky
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crop and has somewhat higher yields. Even so, current HRS
acreage, about 15 million acres, is still about two to four
million acres below 1992 to 1997 levels. Hard red spring's
economic performance remains, as we shall see, exceedingly
unattractive, too.

Income per acre 1s down over the period of
investigation. In the northern great plains, as Slide 19
demonstrates for all wheat, and I'm just restricting this to
the U.S. portion of the northern great plains, per acre
revenue less operating costs declined by 40 percent from
1999 to 2001. When all costs are considered, growers lost
money in all three years of the POI, and the losses grew in
every year. North Dakota data restricted to just durum
separately from HRS production indicates similar trends.

Slides 20 and 21 portray the dramatic collapse in
net returns per acres for durum and spring wheat
respectively. While 21 is labeled spring wheat, since it's
only for North Dakota it really is hard red spring since
that's just about all the spring wheat they grow there.

U.S. durum and hard red spring wheat farmers are
materially injured. The pricing is depressed over the
entire POI. The acreage has been declining in durum. The
acreage in hard red spring is depressed. Wheat farmer
income declined over the POI as both USDA and North Dakota
State University cost and return data confirmed. Taking all

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo o B~ wWw N P

T N T S T T T N T e e e e e e S S S S
gag A W N P O © 0o N oo 0o M W N - O

38
costs, total costs, into account, U.S. durum and HRS
producers are an endangered species. Endangered species.

The Canadian Wheat Board and Canadian wheat that
sends to the United States are the cause of material injury
to U.S. wheat growers. U.S. and Canadian wheats are highly
substitutable. The plains don't change at the border. The
language doesn't change at the border except when it refers
to a title put on a variety of wheat. The only thing that
does change at the border are the subsidies and the
legislative structure in which the Canadian Wheat Board has

been created as the largest single seller of wheat in the

world.

The owned price elasticity of demand for milling
wheat is extremely low. The impact of that is that lower
prices do not create much more demand. In that sense, if

you're looking at the elasticities framework and a commodity
framework you're looking at an agricultural equivalent of, I
must say with all due respect to opposing counsel, cement.

Thus, the presence and increase of unfair imports
from Canada depresses U.S. prices and output below levels
that would otherwise prevail absent the subsidies and
dumping that benefit the presence of Canadian wheat in the
U.S. market.

In closing, I want to note that the North Dakota
Wheat Producers went shopping and provided the bread for
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this hearing. For the baloney, you'll have to wait until a
little later. Thank you very much.

MR. HUNNICUTT: Mr. Featherstone, that concludes
Petitioners' testimony.

MR. FEATHERSTONE: Thank you, Mr. Hunnicutt.

Mr. Wechsler, we'll accept your collection of
slides as Collective Conference Exhibit 2.

Mr. Na?

MR. NA: D.J. Na with the Office of

Investigations. Thanks for your testimony. I Jjust have
several questions I'd like to ask. 1I'll start with the very
basics.

The market year, I understand, is June through
May. I want to ask you if that's the same throughout the
United States for all states?

MR. FISHER: Mr. Na, that is correct. The wheat
marketing year runs from June 1 through May 31. It differs
from commodity to commodity, but the wheat marketing vyear
runs in that manner.

MR. NA: Okay. 1Is that the same thing as the crop
year?

MR. FISHER: 1In this case it would be, yes.

MR. NA: 1In the petition, Mr. Hunnicutt, you've
listed a number of farms that produce hard red spring wheat.
We would like in your post-conference brief if you would
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include the states that only grow hard red spring wheat. We
would appreciate that. I understand from looking at the
USDA data that that's not readily available.

MR. HUNNICUTT: Mr. Na, we will certainly provide
that. We have been working to sort out the states where
there is some production of both. I think Idaho was where
we were working on that. We will do that for the post-
hearing submission.

MR. NA: Mr. Fisher, in your testimony you
mentioned a number of data concerning U.S. production and
other factors. The data you've mentioned regarding U.S.
employment and labor, I was wondering what source you used
to gather that data and if that would be available to the
Commission.

MR. FISHER: Mr. Na, I believe the information
you're referring to was I was looking at USDA data that
reflected relative income levels, and there was a reference
in there to cost of labor and capital and land. That is
USDA data. We can make that available.

MR. NA: Do you have any data regarding U.S.
employment by wheat or even specifically HRS/durum?

MR. FISHER: We would be able to generally look at
the number of existing farm units again from USDA data.

That may be as clear as we could make that, but that is
available, the number of farms and farmers that make their
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living from agriculture, and broken down into wheat and
other commodities is recorded at USDA certainly.

MR. NA: I understand that is available through
USDA, but I was wondering if there was other data that your
organization might have collected on your own that
represents U.S. data.

MR. FISHER: Typically we do not, but there are
statistical services that run surveys and so on. Another
division of USDA, the Ag Statistics Service, does some of
that kind of work. Also, there are farm management groups,
for example.

There's another one that's cited in the testimony
from North Dakota State University that has a sample of
producers in the region primarily in the State of North
Dakota, and there are financial records kept for those
individuals. I don't know how much of that is proprietary
under that system, but that is one of the sources that we
use for some of the generic information regarding specific
North Dakota production, income levels and so on.

MR. NA: Getting more to the wheat, you mentioned
there were a number of quality differences. I guess other
than price and protein, is there a single quality that
stands out as the primary difference among all the different
types of wheat?

MR. FISHER: There certainly are quality
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parameters that are associated with each of the individual
classes of wheat. For example, there are six classes of
wheat in the United States. There are quality parameters
that are directly associated in the industry with hard red
spring wheat, for example, and with durum. There are unique
properties that extend themselves well to the products that
are produced.

There is literature available in describing those
traits and the quality factors that are associated. Some of
that is somewhat general. If you go into the science lab,
into the cereal quality labs, and measure other performance
characteristics of the various classes of wheat, there would
be very distinct differences that are immediately apparent
to those who mill and process wheat and grow it, for that
matter.

MR. NA: Okay. If we were to take it from a
customer perspective, what would a customer for durum and/or
HRS wheat primarily look for?

MR. FISHER: 1In answer to that question, in most
years I would say that the hard red spring wheat, for
example, the primary factor that is sought by a purchaser or
processor of hard red spring wheat is the protein content
and the quality of that protein or the gluten and
performance characteristics associated with it.

In the market, some of these traits are more
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easily measured than others. Protein level is one that has
been relatively easily measured for some years now with
infrared technology, so that is a market factor and a
performance factor or an indicator performance factor that
is one of the singular most important.

There are other factors in terms of the test
weight which relates to mill yield, other factors that
indicate performance, but I think the single largest quality

factor in spring wheat as a traded item certainly is the

protein.

In the case of durum, here again it's a very
unigque wheat. It's the raw material specifically for high
quality durum products. In this case, mill yield, you know,

is associated with several factors; not only the test
weight, but also what we call the hardened vitreous kernel
count. That was illustrated in one of the exhibits as one
of the factors, and I think those are the characteristics.

Color, as a producer or a processor or market
would refer to it as, and the test weight and overall grade
would be the top characteristics of durum.

MR. NA: You brought the two different types of
loaves of bread today.

MR. FISHER: Yes, sir.

MR. NA: And they indicate the price differences
between HRW and HRS?
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MR. FISHER: That's correct.

MR. NA: Was that the primary intention of that?

MR. FISHER: The idea in this illustration is that
these premium bread products are very high protein, strong
gluten property, of the hard red spring wheat to carry the
other additional materials that are in this, those that are
more health related, the bran and the other factors that are
more prevalent in the upscale breads that are available
today.

The white pan bread that is sort of the underlying
general commodity, if you will, in the bread industry today
is made with primarily hard red winter wheat. It was an
illustration of the two quality levels and the relative
carrying capacity and, therefore, the price of the two
commodities.

MR. WECHSLER: Excuse me. If I could just add a
point of clarification? The breads were provided to
differentiate hard red spring subject wheat from other
wheats that go into cheaper breads.

The differentiation between hard red spring and
subject durum wheat, the two subject wheats before the
Commission, is quite a bit more dramatic than that. You'd
need a box of pasta on the table to demonstrate the durum.

MR. NA: Okay. Is HRS and HRW always used
exclusively?
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MR. FISHER: ©No. ©No. In the mill grists of the
mills across the country there are blends used in the
production of pan bread in the country. The spring wheat is
typically the premium wheat. It is the strengthener of the
other wheats in this country and throughout the world.
That's the reason we sell spring wheat in 104 countries
every year.

MR. NA: How is that blend determined?

MR. FISHER: Generally on the carrying capacity of
the indigenous wheat in a given market. For example, in a
Kansas City mill the spring wheat is used to strengthen the
other wheats and make it possible to make the product that
is desired.

MR. NA: Is there a certain type of approximate
percentage you would associate with the blend in terms of
HRS and HRW?

MR. FISHER: I think that's going to vary greatly
from year to year. I'm not qualified to supply you with
that information at this time. If we can shed some more
light on it later on, we surely will.

Jim?

MR. PETERSON: Just one more general comment on
that. When we talk about protein quality, the benefits that
come from that are things like absorption, loaf volume,
which absorption has direct correlation to a shelf life.
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You know, these breads have a denser texture to them, the
multi-grain breads, which need a stronger gluten to uphold
the volume.

I think in terms of mill grists, when they're
using hard red spring and hard red winter it's more of a
complementary effect. I mean, the demand pull for hard red
spring is to enhance or improve the hard red winter wheat
flour. Certainly, you know, if you've got a flour customer
that has a specific absorption requirement on its flour and
he can't get it from 100 percent hard red winter wheat the
amount of spring wheat put in is going to be enough to get
that absorption level up to the flour miller's or, excuse
me, the baker's requirement.

MR. HUNNICUTT: Mr. Na, i1if I could just add? The
way I have understood this is that the hard red spring wheat
is used to make specialty products as hard red spring wheat,
and then it's also a specialty wheat in terms of when it's
used in a blend.

The determination of the nature of that blend
depends on the product used and the characteristics of the
major wheat, hard red winter normally, that they're using to
blend to make the product from, but hard red spring remains
the specialty wheat that's introduced to the blend to get
the final characteristics that are needed.

MR. WECHSLER: The tradeoff between is not -- is

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo o B~ wWw N P

N NN N NN R R R R R R R R R R
gag A W N P O © 0o N oo 0o M W N+ O

47
not -- what you see in the soft drink industry between cane
sugar and high fructose corn syrup, which is a price based
tradeoff. Here the end characteristics of the product being
produced determine backwards what the characteristics of the
dough have to be, and the limitations of the cheaper wheats
make one have to introduce the higher quality/higher protein
wheats to alter that average characteristic of the dough.

MR. NA: I understand that there are quality
differences between HRS and HRW. There is also a price
difference between HRS and HRW. In terms of HRS, would the
customer try to get as much of the HRS or as little of the
HRS as possible to fulfill its protein or gluten
requirements and then make the rest of their blend up by
using HRW to get the price advantage?

MR. FISHER: Essentially I think what you've said
could be construed as correct as long as the customer in the
end is satisfied. That's what the miller is really looking
at is to satisfy that customer and, of course, keep his
costs in line as much as he can.

MR. NA: Approximately what percentage of HRS use
is used in blends, as opposed to exclusively being used on
its own? Do you know?

MR. FISHER: I think we'd have to do some more
research on that. Certainly there are these specialty
breads which are more exclusively or this kind of bread
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that's made, as it says on the label, this kind of flour is
made exclusively from spring wheat. I think that's going to
vary somewhat from year to year, but there would be industry
statistics.

Even if you looked at the USDA data to see how
much hard red winter wheat is used domestically or if you
looked at the actual mill usage versus feed usage of that
class of wheat and then looked at the mill grind of spring
wheat, you could work out a rough estimate from that basis.

MR. NA: Okay. With the domestic product, do
customers ever base their purchasing decision on the source
of the wheat? 1If it happened to be the same grade and same
type, would the customer buy because it's from Canada-?

MR. FISHER: I guess I don't know whether they
would or not. I think, you know, as long as the product is
available here distance is longer.

MR. NA: Okay. Mr. Wechsler, you mentioned the
ability of U.S. producers to shift production between the
different types of wheat. Is there a cost difference to
producing the different types of wheat?

MR. WECHSLER: Neal? I think Neal would be better
able to answer that.

MR. FISHER: The inherent production costs
themselves are somewhat similar. We're talking about in
many instances some of the same land area, although not
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exclusively in our area. It would be easier for a durum
producer to shift into spring wheat than a spring wheat
producer to shift to durum.

In many instances seed costs will be somewhat
higher than durum, but the real difference is the inherent
risk in growing it. Weather factors are more critical in
loss or potential loss of quality factors. Durum typically
yields somewhat less. If you look at the longer term
trends, it yields somewhat less than the spring wheat.

I guess those are probably the primary factors.
We're talking about obviously a similar geographic location,
but our production area has shifted around the state a bit
due to economic pressures.

MR. NA: In your testimony you elaborate on the
market prices of the different types of wheat. I was
wondering if you could comment and elaborate on national or
state price floors that may be in effect if they exist.

MR. FISHER: I would say there certainly is no
price floor. As you know, there are government programs
that have some influence certainly on production and
pricing, but these have been ineffective in terms of a price
floor certainly because we've seen values all over the board
to the down side in particular in recent years.

MR. NA: What are these programs that you're
referring to?

Heritage Reporting Corporation
(202) 628-4888



© 00 N oo o B~ wWw N P

T N T S T T T N T e e e e e e S S S S
gag A W N P O © 0o N oo 0o M W N - O

50

MR. FISHER: The USDA Farm Service Agency has
prices that provide basic loan rates, for example, which in
North Dakota on average would be $2.58 per bushel. There
are quality requirements involved in that, but that's the
generic price in a loan value.

If you do not have those quality factors it
becomes more of a recourse loan, but that certainly has not
acted as a price floor in recent years. I think maybe 20 or
25 years ago it may have to some extent as there were more
mechanisms for reserve programs and these kinds of things.
The government has basically gotten out of the business of
storing grain.

MR. PETERSON: As Mr. Fisher was saying, in the
new loan program in the U.S. farmers endure as much risk
under that program as they do in the market. The loan is
simply a nine month, you know, government loan. It has to
be paid back.

If the farmer, you know, messes up on marketing
and, you know, market prices have kind of -- you know,
there's a loan deficiency payment, a difference between the
loan and market prices, that they can take as well. If they
don't make the right marketing decisions, there's no
guarantee that he's going to get that $2.50 a bushel. I
mean, there are a lot of producers, and they only get $2.20
a bushel because they made the wrong marketing decisions or,
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you know, poor timing.

In this case, we feel with a lot of the continued
price pressure from Canadian imports in theory that loan is
not holding prices at a floor level.

MR. NA: And how do these loans and loan programs
tie in with subsidies?

MR. HUNNICUTT: ©Not at all. These are unrelated
to a subsidy. I think what you're hearing from Mr. Fisher
and Mr. Peterson is that the loan program as it is currently
constituted leaves the grower completely at risk to the
market, both on the up side and the down side.

They're marketing loans for a particular period of
time, but it doesn't guarantee that price to the grower so
there's no subsidy involved.

MR. NA: Can you elaborate on any subsidies that
are involved with wheat farmers and how they receive them?
For instance, if the market price of wheat falls below a
certain price, will a subsidy recover the cost or, rather,
the difference?

MR. FISHER: The loan program is set up such that
if prices fall to absolutely disastrous levels below the
loan rate there has been what they have called the loan
deficiency payment, and that has come into play in some
years 1in the past. It has not been just recently.

MR. NA: Is it true that the ending stock of the
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various types of wheat are purchased by the government, by
USDA rather?

MR. FISHER: Generally, as I mentioned, the USDA
Farm Service Agency has gotten out of the business of either
grain ownership or marketing and so there really is no -- at
one time many years ago there was a program for loan
forfeitures, and they took some grain under ownership so in
the Ending Stocks column there was something called Free
Stocks and Commodity Credit Stocks. That's almost
nonexistent. There is some small food reserve that I think
even that has been tapped, so it's not a consideration here
in recent years.

MR. NA: One last issue I wanted to ask you was
about the demand for the different types of wheat. I
understand it looks like from the graphs that were presented
the demand changes from year to year. Can you elaborate on
that on why demand has changed so much? I understand wheat
is being used for breads and pasta and such.

MR. FISHER: Well, certainly demand is affected by
a lot of international factors. We sell spring wheat in
over 100 countries, but the largest market is right here in
the United States.

Demand varies on the basis of other factors in
other countries. Europe has become a dramatically important
and increasing market for U.S. spring wheat and for durum in
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recent years. These are very discerning, high quality
markets. As they recognize the traits of U.S. hard red
spring wheat and durum, the positives in the quality traits,
they have taken larger quantities. The same is true in
Asia. That's one of the factors that has influenced demand.

Growth in the wheat and wheat foods products in
the U.S. food industry, consumption patterns emphasizing
more consumption of bread products like these, pasta
products and so on, has also caused some increase in demand
in the two classes of wheat. Over the long haul we have
periods when it's not showing great demand increases, and
it's actually flat in some instances, but those are the
factors that cause change.

MR. NA: Thank you. Those are the questions I
have for now.

MR. FEATHERSTONE: Mr. Diehl?

MR. DIEHL: Good morning. Thank you for traveling
to Washington to testify. Thank you to those from
Washington, too.

Let me just start with some general questions.

The petition indicated that the vitreous kernel content
influences the pricing of durum wheat. Does that have
anything to do with the pricing of hard red spring wheat?

MR. FISHER: Yes, it does. It involves the
subclass actually of dark northern spring or northern spring
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wheat. In the case of durum, it would be hard amber or
amber durum wheat, for example, as a couple of the breaks in
the levels of hardened vitreous kernel count.

Yes, it is a factor in hard red spring wheat as
well. 1In Asian markets, many of them refer to it as
universally hard red spring wheat and dark northern spring
wheat almost universally signifying that higher break in the
vitreous kernel count.

MR. DIEHL: Because the petition gave more
influence in terms of durum than it did to hard red spring
wheat, so if I could focus you on sales in the United
States? 1Is it an important factor in pricing for hard red
spring in the United States?

MR. FISHER: I would say yes, but the durum, as
you have pointed out, in durum it's probably a more critical
factor.

MR. DIEHL: Okay. There are very many helpful
exhibits attached to the petition, and I had some questions
about things that I read in those.

I don't remember what year it was, but one of the
exhibits says that there were some problems in North Dakota
with I think it was fusarium, which I guess is a disease
that occurs with wheat. Could you elaborate on that?

MR. FISHER: Certainly, Mr. Diehl. The reference
to fusarium is to a fungal disease that has plagued North
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American wheat and other grain production areas of North
America for some years now. It does result in both yield
and quality loss and has been a rather significant factor in
some instances in some years over the last decade in both
Canada and the United States.

MR. DIEHL: What years has it been important?

MR. FISHER: Jim, I might refer to you on that.

MR. PETERSON: Yes. I guess we may have to, you
know, do some detailed research on that to look at what
years may have been higher than the other, but in general,
you know, in 1993 with a lot of the floods in Iowa, a lot of
the wet conditions in the northern plains, that was kind of
a watershed year in terms of, you know, some of the impact
from the fusarium fungus.

It does tend to move throughout the region year to
year, depending on weather conditions. You know, in some
years parts of Canada have it more severe than North Dakota
does. Some years it's been, you know, more acute in the
eastern part of the state and then moves more northern. A
lot of it depends on growing season conditions.

Like I said, in terms of loss to our hard red
spring and durum industries, you know, 1993 was kind of a
high mark year. 1I'll get you the detailed years in a post-
hearing submission. You know, 1997 was another year where
it was relatively high.
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MR. DIEHL: Okay. Thank you. I guess another
factor affecting the market are droughts. Can you tell me
in the last five years which have been sort of drought years
and which have not been and also comment on severity?

MR. FISHER: 1In the past five years, we have not
experienced drought conditions in North Dakota. Some of the
surrounding states have, however, in other parts of the
region, other parts of the country and other parts of the
Canadian prairie, but in North Dakota we in the last five
years have not been affected. The last drought that we
really experienced was in 1988 when it was quite severe.

MR. DIEHL: Okay.

MR. HUNNICUTT: Mr. Diehl, if I might add?

MR. DIEHL: Yes?

MR. HUNNICUTT: We would actually like to go back
and in a post-hearing submission send you some more analysis
on the 1988 drought because we think that it is relevant in
terms of analyzing the impact that a drought had in a market
condition as compared to any particular impact from current
droughts that may be occurring.

MR. DIEHL: I thought I gathered from the petition
that there's a drought either developing now or causing
price increases now. Is that the case?

MR. FISHER: The conditions in the southern
portion of North Dakota and in South Dakota and all through
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the southern plains states of Kansas, Nebraska, there have
been drought conditions in the 2002 season in that region,
and it's been a topic of news certainly in the hard red
winter states in the central plains states of the U.S.

MR. DIEHL: Okay. And one of the effects of
drought is to raise the protein content in wheat? Is that
correct?

MR. FISHER: Yes, that is correct. The added
stress on the plant tends to force more of the nitrogen
component of the inputs into the kernel, and performance,
generally speaking, tends to increase even though the output
is down.

MR. DIEHL: How much can protein output vary as a
function of drought? I mean, one percentage point or two?
Can you quantify 1it?

MR. FISHER: That might be a good illustration
that you've just quoted. I do have a chart that we can make
available, and you can pick out the drought years in either
the hard red winter wheat production area or our own by the
pattern of the protein levels.

For example, in Kansas most of the time the
protein level is around 12.4 or 12.5 percent on a long-term
basis. In 1988 or 1989, they shared that drought. The
protein level shot up a point or point and a half. 1In the
case of North Dakota in 1988, that's one of the high water
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marks there, too. Again, a point or point and a half is
surely in the neighborhood, and it can go under severe
conditions maybe as high as two points.

We have around a 14.3 protein level in the North
Dakota crop or the regional crop there each year. 1In a

drought year you might see it in excess of 15 protein on the

average.
MR. DIEHL: What about with hard red winter?
MR. FISHER: 1In hard red winter that was the
example I cited earlier. 1In Kansas they run about a 12.4,

and you may see it in the 13s, light 13s, in those drought
years like 1989. This year I suspect they would have
returned to levels like that as well potentially.

MR. DIEHL: Okay. Let me turn to Mr. Hunnicutt.
Going with some legal questions, is your theory that we
should find two different like products in this case, one
for durum and one for hard red spring?

MR. HUNNICUTT: Yes, that's correct.

MR. DIEHL: Okay. Something that I think should
be addressed is the difficulty or ease of an individual
producer shifting between those two products. That's one of
the factors that we typically examine.

I'm thinking about the case. If you have two like
products and two different industries, I think the
Commissioners might like to consider the fact that a
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producer can jump from one industry to the other simply by
sowing a different seed. I think that's something that
would behoove both sides to address.

MR. HUNNICUTT: Yes. There is some potential for
product shifting at the production level, and we'll address
that for you.

MR. DIEHL: Okay. Thank you. The attachments
also indicated that the protein premium for hard red spring
fluctuates, and it indicates that part of that depends on
the hard red winter that's going to be blended with the hard
red spring. If Mr. Fisher or Mr. Peterson can elaborate on
that?

The gist that I take from that is that in years
when hard red winter protein is lower there's a greater
protein premium from the hard red spring. When the hard red
winter protein is higher, then the premium on hard red
spring goes down. Is that more or less what I should be
taking from these exhibits?

MR. FISHER: Essentially, Mr. Diehl, your analysis
is correct. There also is a factor of availability. 1In a
year when there are shorter supplies of hard red winter
wheat that may affect it as well, but, generally speaking,
the average elevator manager or producer in North Dakota is
going to know that the protein level in the hard red winter
wheat crop has certainly something to do, and it may be a
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fairly major factor, in establishing his protein level.

Now, that's not to say that the level of the
spring what crop is not involved or competing sources
certainly, but the hard red winter wheat protein level is
one of the anchor points for the protein premium scale.

MR. DIEHL: Okay. Mr. Peterson?

MR. PETERSON: Mr. Diehl, just one more thing to
add on that in terms of, you know, protein quantity levels,
but there's also been a number of, you know, cereal science
studies on the protein quality differences.

In terms of having some price impact, there is
not, you know, a full equivalent proteins of hard red
winter, and really there's only one level where they're kind
of comparable historically at that 13 percent. There is
still some inherent quality benefits that hard red spring
creates.

Part of it is environment, probably a little bit
of varietal impact like absorption, you know, mixing
strength, gluten gqualities. You know, you need more than
just the protein quantity.

MR. DIEHL: Okay. Thank you. In Exhibit 113 at

page 13 there's a reference to Agricultural Qutlook from

August of 1997, and it indicates that wheat classes can

often be substituted for each other. | would appreciate if
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you could attach that to your post-hearing brief.

In particular, 1'd like to examne it for
rel evance as to the |ike product question. That would be
whet her hard red winter should also be part of the |ike
product in addition to hard red spring. That I think is an
issue I'd like both parties to address.

MR. HUNNI CUTT: We'll be glad to address that.

MR. DI EHL: Thank you. Sonething relevant to that
is something | found in Exhibit 138, which was an anal ysi s,
an estimate of price reductions for U S. wheat as a result
of Canadi an inports. That estimated rmuch hi gher price
effects for durumthan for hard red spring on the basis that
for hard red spring there is greater substitutability. |
think that's sonething that it would behoove you to address
in your analysis for both sides.

Let nme change subjects a little bit. M.

Wechsl er, you tal ked about you didn't want to go through al
t he subsi dies, but you said one of the effects of the
Canadi an \Weat Board was that it effectively, if |
under st ood you, pushed U. S. producers out of the ability to
make future contracts.

Can you explain? |[If the Comm ssion accepts that
as correct, how should that be relevant to the Comm ssion's
anal ysis? Wuld that fit under a volunme analysis? Price?
A different economi c factor that the Comm ssion should
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consi der ?

MR. WECHSLER: | think it goes to explaining in
sone detail the causation |inkages. The information that's
been provided to Commerce relevant to that issue goes to the
exi stence of a subsidy and perhaps how to quantify it,
although it's very difficult to do so.

In the I TC context, the inpact of the way in which
the Board is set up and operates and has a | egalized
nmonopol y framework creates the basis for it offering future
sal es at non-commercial rates, so that's a reflection of the
non- market way in which the Board has established.

Now, why | think that's helpful in the analysis
here is you're going to be seeing pricing information to the
extent, and we didn't stay up all night. W do our detailed
data anal ysis during daylight hours, so we haven't yet tried
to analyze all the pricing data that has cone in, but one of
the problens with price conparison data of the typical
undersel ling variety the Comm ssion has done in the past
when it comes to this case is adjusting for quality
differences, protein differences and also in this case
adjusting for differences between what are future contract
prices and are essentially the much nore cl ose spot prices
under which nost of the donmestic crop is sold.

VWhat | think is useful in cutting through that
difficulty is understanding that when sonmething is sold on a
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| ong-termcontract, even if you go forward to the date at
whi ch the delivery is nade and you conpare the prices,
you' re not conparing apples to apples because the fact is
the bet has already been placed so you're | ooking at one
case in which a risk was undertaken and a service provided
conpared to a spot price of another Kkind.

Whet her or not there's underselling there doesn't
necessarily tell you a whole lot unless it's the Canadi ans
underselling the U S. because one would think that you'd
have to pay a higher price for that service. The reverse,
if there's some overselling, doesn't tell you what the
effect is, but what we do know is that people go to the
Canadi an Wheat Board for long-termcontracts, and they can't
get them from donestic producers so it has a value in the
mar ket .

If it had a value in the market and the market was
operating properly, those future contracts woul d be al so
offered and available to U S. producers. Their absence, the
lack of liquidity as it's worded delicately by the
M nneapolis Gain Exchange on the board of which sits the
CWB, that lack of liquidity is testinony to the way in which
the CWB injures wheat sales in the United States because
custonmers want that and mllers want that, and they have a
right to get it, but they can't get it when one side is
offering it free or at subsidized prem uns, nmeani ng not
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sufficient to cover the market cost. The other side can't
offer it at all.

That's really the focus. [|'mnot asking you to do
a Conmer ce subsidy anal ysi s.

MR DI EHL: Right.

MR. WECHSLER: This is a pricing advantage they
have by reason of their entry in the U S., and the nechani sm
for transmtting that pricing advantage is obviously the
dunped and subsi di zed sal es, which are the subject of the
case.

MR. DIEHL: Ckay. Thank you. M. Peterson,
changi ng subj ects again, the petition indicates that | think
it's about half of hard red spring and a third of U S. durum
is exported. Could you comment on the profile of what's
exported conpared to the profile of what's sold in the
United States?

MR. PETERSON: Yes, M. Diehl. If we would | ook
at, you know, sone of our export charts, you would see our
core markets for hard red spring wheat are Asia and Europe.
You know, Japan is by far the |argest buyer of hard red
spring wheat. They buy a higher protein level. They're a
very quality conscious market. They're consistent buyers
year in and year out. It's simlar grades to what is
purchased in the U S. domestic market.

W' ve actually seen increasing growh in the
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Eur opean export market for hard red spring. It's not for,
you know, hard red winter. You know, they need the hard red
spring for the gluten attribute that it provides, the
strength and for blending with |local wheats. There again
too, a very simlar specification in terns of protein grade
[imts and, you know, a number of other factors that could
be added to contract specifications.

For durum - -

MR DIEHL: If I could just stop you there?

You' ve told nme about Japan and Europe, but conpare those
exports conpared to what's selling in the United States.
Are we sending nore G ade 1 overseas or keeping nore of it
here? If you could just comment on that?

MR. PETERSON. Relative to just conparing the two
mar ket s?

MR DIEHL: Yes. |If you just conpare hard red
spring sold in the U S. and hard red spring exported, what
differences, if any, are we going to see?

MR. PETERSON: They woul d be very simlar, | nean,
in terms of grade specifications, in ternms of, you know, if
there's a higher test weight spec. | nmean, in sonme cases
we're actually seeing sone foreign buyers put on, you know,
sone tighter quality demands, so we've seen, you know, very
simlar quality demands from overseas custoners.

MR. DIEHL: So, for exanple, we would sell the
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| ower grades both in the United States and exported?

MR. PETERSON: Yes. |In sone cases, you know, the
extrenely | ow cases, |ike we have a G ade 1, 2, there's 3
G ade, and 4 and 5. Sone of the |ower grades are
traditionally, you know, discounted enough in the market
that they're conpetitive with some of the feed val ues, so we
do see sonme of that working down into the feed channels, but
internms of --

MR. DIEHL: Can that be exported as well, the
G ades 4 and 5, for exanple?

MR. PETERSON:. Very little, | guess.

MR. DIEHL: That's the kind of difference I'm
trying to get at like, for exanple, maybe our exports are
nore concentrated in Gades 1 and 2 conpared to what's sold
here, which would have 1 and 2, but also a greater
proportion of 3, 4 and 5. That's the question I'mtrying to
ask.

MR FISHER. | think if | mght, M. Dehl,
woul d say that 20 years ago other than the Japanese and the
Eur opean market the flow of exports was probably a | ower
quality than what was consuned by the donestic market.

| think they're on nore of an even basis right
now, but | think it should be pointed out that the donestic
mlls certainly have the first shot at anything that's grown
in this country. They don't have the freight differential
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of $25 to $50 a ton to nove it to a foreign destination
It's here for the taking.

MR. DIEHL: GCkay. Then if | could ask the sane
guestion with regard to durunf

MR. FISHER: Very simlar. Again, of course,
these things are going to vary fromyear to year. You have
high quality markets in the foreign trade and you have those
that are a little less, so depending on the type of good
that's produced and the ability to pay. Certainly that
varies a lot in the foreign market -- Latin Anerican
countries, sonme oxalic quality |like Venezuel a, for exanple.
If you go to North Africa, things are a little different
there. |Italy is, of course, primarily typically one of the
nore di scerning markets in the world market.

| think this varies fromyear to year, but in
general | would say that people or nmarkets are on an even
keel in terns of the ability. Certainly the products
produced in this country are of fine quality, and they seek
out the better qualities.

MR DIEHL: Okay. Maybe I'mtrying to get too
specific. | think you' re saying that the profile of what's
exported is conparable to the profile of what's sold here.
Is that right?

MR FISHER | think in recent years it has
evolved to a nore even situation. Yes.
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MR. DIEHL: Ckay. kay. Because exports are such
a big part of the market, and | want to let M. Wchsler and
M. Fisher and M. Peterson all comment if they wi sh. Wen
t he Conmm ssion | ooks at things |ike reduced acreage, reduced
farminconme, how can the Comm ssion distinguish between any
injury that's occurring as a result of inports into the
United States, as opposed to other market factors that
af fect our exports? How can we understand that picture?

Maybe | could start with M. Fisher and M.
Peterson and also let M. Wchsler coment.

MR. FISHER: | guess, M. D ehl, certainly a
market is made up of many factors. W have supply and
demand at work here every day. | realize what you're saying
that it's difficult to sort out all of the factors that play
into where prices are established fromyear to year or even
week to week, but there certainly has been denonstrated here
a very strong signal | think that regardl ess of the other
factors involved that the pressure fromthe Canadi an inports
has very definitely flattened the price premumin the
protein markets and also in the durumsituation certainly
and thwarted producers' efforts to expand.

MR. DIEHL: Okay. Wat factors are happening in
overseas markets that the Comm ssion ought to be aware of
for our exports?

MR. FISHER Certainly there have been economc
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pressures in the Asian market and so on. There have been
ot her factors that have affected wheat exports fromthe
United States in general, but the classes of wheat in
question here have retained nore of their steady demand in
t hose, and we can supply you information, you know, the
tabl es that woul d support that.

For exanple, in the export market spring wheat has
been quite stable in terns of its ability to supply those
needs. It's a rather solid demand base there. |In the case
of durum maybe a little less so, but certainly we haven't
seen the declines in the export sales that we've seen in
hard red winter wheat or soft red winter wheat, for exanple,
the other major classes of wheat produced in the United
States, so | think maybe spring wheat and durum has been
| ess affected by those factors and probably nore affected by
t he subject of the day.

MR. DIEHL: You nentioned econom c pressures in
Asia. |Is that pressure to reduce the selling price?

MR. FISHER It reduced the overall demand for
wheat in the Asian market up through about 1997. Since then
the decline in Asia has stabilized and is showi ng growth
agai n now.

MR, DIEHL: Okay. So the period we're nostly
focusing on, 1997 to 2002, it sounds |like you' re talking
about a stable or increasing demand?
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MR. FISHER  Stable, yes. Stable to increasing in
both Europe -- definitely increasing in Europe, but stable
to increasing in Asia. Prior to that there were those
econom c factors.

MR DIEHL: GCkay. M. Wechsler, do you want to
add anyt hi ng?

MR. WECHSLER | would just add three factors
which | think should be borne in mnd. | think it's a very
rel evant question, and if there were heroic changes abroad
that were creating and transmtting these effects into the
U.S. market and no contribution from Canadi an wheat inports
into the U S. market, that would be a relevant thing to | ook
at in the Title VII case, but fortunately this isn't a 201
case so you don't weigh these alternatives.

B, it follows on a 332 study and a 301 case at
USTR. It's no secret to the Commssion fromits fact-
finding roles that there have been significant accusations
and findings by USTR about injury abroad by the Canadi an
Wheat Board. |It's not like they're the whipping boy for
probl ens caused el sewhere by others. | would say that's a
second factor.

The third one goes to the kind of market
fluctuations that Neal has di scussed which point in a
gqualitative way to that not being the main explanation for
what's going on in the U S. market at this tine.
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The U S. market is the world's single nost
i mportant market for wheat. There are other prem um
mar kets, Italy and Japan to sonme extent, but basically the
US. Mrket is the crown jewel in the world wheat trade.

MR DI EHL: Ckay.

MR. WECHSLER: So you get to concentrate on it
wi thout a lot of worry about these other secondary
consi derati ons.

MR DIEHL: Ckay. Al right. 1'magetting close
to the end of nmy questions, so you're probably relieved
about that.

Quantity Not The Reason. That's the title on
Exhibits 2 and 3 that M. Fisher tal ked about. |'mnot sure
| understand that because | think M. Wechsler said that
increasing quantities of inmports were a cause of | ower
prices. | think, M. Fisher, if you could start on what
that means? M. Wechsler, you can comment later if you'd
like.

MR. WECHSLER: 1'Il take one line, and then Neal
can take it forward. | think the focus of the title were
the accusations leveled by mllers in other fora that the
real problemdriving into Canada was sonehow that the U. S
production was inadequate to neet their needs.

MR. DIEHL: So maybe as the title you nean U. S.
Production Quantity Not The Reason?
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MR. WECHSLER: Right. Right.

MR. DIEHL: Okay. Do you want to add anyt hi ng,

M. Fisher?

MR FISHER Al | can add is that, yes, that
definitely is the case. Wat we were defending here is the
ability of the U S. producer to produce efficiently and with
quality in mnd, and | think that certainly was the target
here. | apologize for any confusion there.

MR. DIEHL: That's fine. Thank you. Al right.
One last question. Going to let's say Exhibit 3, the durum
chart, M. Na got into this alittle bit. It [ooked Iike
demand total use was very low in 1988-1989 at about 75
mllion bushels and that it nearly doubled that |ater.

How nmuch of that fluctuation in demand is U S.
fluctuation, and how nuch is foreign? | took your comrents
before, M. Fisher, to nean it's nostly a function of
fluctuations in foreign demand.

MR. FISHER: | can produce information that woul d
support that certainly. It was foreign demand. |In that
year of 1988, for exanple, | think that was the year you
were referring to, the drought year where demand di pped.
The export of U S. durumthat year dipped fromwhat had been
82 and 62 in the years before down to 20 that year

MR DIEHL: Ckay. Al right.

MR. FI SHER While the donestic consunption stayed
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up at 60 plus mllion bushels that year.

MR. DIEHL: GCkay. All right. Thank you very
much. Those are ny questions.

MR, FEATHERSTONE: M. Deese?

MR. DEESE: Good norning. Thank you. | have a
few questions for you.

M. Fisher, you spoke earlier about the wheat
farmer in North Dakota has some options of other crops to
grow, but he has a limted array to choose from because of
climates and other factors. Could you tell us what sone of
his limted choices are?

MR. FISHER Certainly | wll, M. Deese. 1In
North Dakota, as | explained earlier, we have about 20
mllion acres of actively tilled I and, and roughly half of
that we've always said is in wheat. That is declining.

The nost likely candidates for alternate crops are
what we refer to as row crops and oil seed crops --
sunfl ower, canol a, even soybeans are making their entry into
the northern plains to some extent, although they're quite

l[imted, and they don't yield like they do in lowa, for

exanple. Corn is acrop. I'mciting crops that may be a
mllion acres or nore, as opposed to nine mllion acres of
wheat. We see that they still pale by conparison certainly.

There are other limtations in that the rotational
requi renments of growing these alternate oil seed crops are
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such that you can't grow themyear after year because the
di sease problens tend to thwart the producers' efforts to do
that. W do have sone alternatives, but they're limted,
and they can't be consistently grown. | fear the day when
we have one of those normal North Dakota seasons where it's
only 90 days and the soybeans and the corn and everything
el se freeze.

Suffice it to say there are significant
l[imtations and the alternatives are few, but they do make
up the vast mpjority of those alternate other acres that are
not in wheat. That would be barley, flax, the oil seed
conpl ex and corn.

MR. DEESE: Ckay. So it's true, | have read, that
t here have been sonme genetic inprovenents to corn and
soybeans to make them shorter cycles so they can be grown in
nore northerly climates, but they're still a relatively
m nor crop in the Dakotas?

MR. FI SHER  Yes, that would be a very good way to
characterize themat this tinme.

MR. DIEHL: Ckay. A related question. The 1996

farmbill had a relatively high loan rate for oilseed crops.
The 2000 farmbill has Iowered the loan rate for oil seeds
and raised it for wheat. |Is that likely to increase the

acres planted in wheat?
MR. FISHER  That's a very good question. It's
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one that's on producers' mnds right now There are sone
factors that would suggest that that will have sonme inpact.

The other factors are that these m nor crops, as
unpredictable or as -- | guess the jury is still out as to
whet her they'll survive as long-termcrop alternatives, but
t hey have been grown for a period of years now where there
is crop insurance now avail able on soybeans even in North
Dakota and corn and ot her crops.

That will nmake it slightly easier for those
producers to stay with those crops and not nove back to
wheat if we don't see the price responses that are required
to incent producer to switch back to wheat.

MR. DIEHL: M next question is also for you, M.
Fi sher, but you can also comment. | would also like you to
commrent, M. Wechsler.

You tal ked earlier about |ow prices for wheat, and
it seens |like there's little argunent about that. In fact,
| saw for the 2000-2001 marketing year the wheat prices
adjusted for inflation were the | owest since 1890.

Granted, Canada is a | arge producer and has sone
i nfluence on the market, but there nust be other factors
going on. | was wondering if you could identify sone of the
other factors for the | ow wheat prices.

MR. FISHER Well, M. Deese, we talked earlier
about sone of the world conpetition. Certainly there are
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other factors that are involved in the whole nmakeup of the
price of any coommodity | suspect that's produced and traded
wor | dwi de, so one woul d not deny that.

There has been new production that has cone on
from sonme conpeting areas that has influenced that to sone
extent out of the Black Sea area in the fornmer Soviet Union,
sonme things |ike that that have added to the ability of the
worl d to produce nore wheat. Those are not the classes of
wheat that we're tal king about here, but they have had
certainly an inpact on the overall wheat price structure in
the world market.

MR. WECHSLER If you're going to go back to 1890,
you're really |l ooking at |ong-term econom c history.

There's a trenmendous change in technol ogy over that period
whi ch has made the cost of production in an absol ute secul ar
sense decline dramatically and is responsible for the |arge
shift in farm popul ations to urban settings.

What we have over the |ast decade certainly, in
particul ar between Canada and the United States, is access
to and inplenentation of the identical technol ogies. These
farmers know one another. They do things pretty much the
same way. They inplenent the |latest in conmputerized
techni ques. They follow their crops between planting and
harvest, so what we're seeing nmuch nore in recent years is a
relatively stable technol ogy period and factors other than
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production techni que at play.

Now, there are always a mass of factors in farmng
and weat her changes day-to-day and over short regional
differences are there too, but you have to get down to at
the end of the day the reason the Canadi an Wheat Board has
persisted in a free trade zone where it's been the subject
of huge controversy not just fromthe United States, but its
own western Canadian farnmers. There's an insurrection going
on against it in Canada and has been for several years.
That's a real factor, too. | don't think you get to explain
what's happened to wheat prices in recent years based on
t echnol ogi cal change.

MR. DEESE: So relatively stable, but worldw de
nore producers are entering the market?

MR. WECHSLER: Well, there's also a huge
difference in, I nmean, one of the big differences in wheat
mar keti ng, which Neal is actually an expert on, is the
openness in this past decade conpared to the prior one of
the markets in China and eastern Europe and Russia. The
gl obal market is larger than it was because there are fewer
borders where people are fenced off to starve because their
governnments won't permt the purchase on the world wheat
mar kets and ot her grain nmarkets of food when situations are
bad.

That's a major change. | don't think you find any
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of those dramatically overpowering the factors we're talking
about in the last three to five years.

MR. DEESE: M. Fisher, this is just a factual
guestion because | didn't understand fully what you said
earlier. In your exhibits you had a couple that were
showi ng that donestic supply exceeded demand. In those,
wasn't sure exactly what donestic supply was. Was that
production plus inventory mnus exports?

MR. FISHER M. Deese, in that exanple the way it
was depicted there with you'll recall the yell ow bars and
what | couldn't identify, but what soneone said was the
green bar. Those represent the annual production plus the
green portion or that |ower portion being the inventory
carried into the beginning of the marketing year, so it was
a rather straightforward approach there that this is what
was produced, this was the inventory that's all available to
t he market and the demand.

Total demand, both export and donestic, was |ess
than that quantity in each of those years, and |I think we
| ooked at it over a 15 year period. W were safely within
t hose bounds each tine.

MR. DEESE: All right. One nore question. You
brought these products in that show the differences in
maki ng the specialty breads with the spring wheat. If a
grower for sonme unknown reason had wheat at a |ower protein
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| evel but he didn't have access to hard red spring wheat,
coul d he then nake the higher product by purchasi ng wheat
gluten and adding that to the |ower protein wheat?

MR. FISHER  That's an interesting question, and
it's one that | think is a valid question. In the industry,
significant quantities of wheat gluten are purchased to
enhance the baking properties, the performance properties,
of flour | suspect every day.

However, the cereal chem sts, cereal scientists
that 1've worked with and consul ted, have al ways i ndi cated
to me that you still obtain the better performance with the
real inclusion of a hard red spring wheat in the m x.

There are cost factors involved and sheer
performance factors. That, too, is not totally
substitutable, but you can mmc sone of the performance
| evel s of a hard red spring wheat in that manner

MR. DIEHL: | have no further questions.

MR. PETERSON: Excuse me, M. Deese. Just another
addition to that. You know, traditionally a |lot of the
wheat gl uten, and we know Europe produces a lot of it as a
byproduct, and there have been trade di scussions on that.
Because the gluten typically is comng fromsone of your
| oner priced, generally md to |ow quality wheat, you know,
it's those qualitative factors that you get out of spring
wheat or Canadi an spring wheat or U. S. hard red spring wheat
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that is there.

Froma protein quantity standpoint, yes, you' ve
got, you know, a simlar quantity, but they' re adding the
spring wheat for, you know, the functional enhancenent
properties, and those can only be gotten fromthe spring
wheat .

MR. DEESE: No further questions.

MR, FEATHERSTONE: M. Mehta?

MR. MEHTA: M. Fisher, you nention in your
testi nmony about nitrogen per acre for North Dakota farns
after |abor and nmanagenent charges. You know, we don't have
the data for all the years. Wuld you be able to provide
the data to the Comm ssion for other years?

MR. FISHER Yes, we wll.

MR. MEHTA: Thank you. | have no further
guesti ons.

MR, FEATHERSTONE: M. Reeder?

MR. REEDER Let's see. M. Hunnicutt, you
indicated in your testinmony and in the petition that hard
red spring is blended wth hard red wnter. |s Canadian
hard red spring that's inported into the U S. blended with
U S hard red winter to nake flour in the US. ?

MR. HUNNICUTT: I'Il have to turn to M. Fisher or
M. Peterson for that one.

MR. FISHER  Certainly, M. Reeder, the
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i nterchangeability of the U S. spring wheat and Canadi an
spring wheat is | don't think in question, so there are very
simlar fungible properties involved here. The answer woul d
be yes, if | understood the question right.

MR. REEDER. Ckay. |Is it fair to say your
argunent with regards to substitution of hard red spring and
hard red winter is that hard red spring can be substituted
into hard red winter, but hard red winter cannot be easily
substituted in hard red spring?

MR. FISHER M. Reeder, certainly --

MR. HUNNI CUTT: No. Let nme start, and I'Il |et
M. Fisher finish. 1'd say that's not the theory of the
argunent as we put it forward. It's that hard red spring is

a specialty wheat, and it can be used for production of
specialty products and can be used as a specialty blend
characteristic with hard red winter, but not that it is a
substitute one product for the other. [I'll let M. Fisher
expand.

MR. FISHER | guess | would basically agree with
that. The overriding fundanmental purpose for buying a
spring wheat is to inprove the performance of another
existing wheat. |It's an inprover, and in that sense it's
mar ket ed as a bl endi ng wheat worldwi de. On the | ower end,
think that certainly limts its substitutability.

MR. WECHSLER: It's helpful to distinguish
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substitution in production from substitution in consunption.
| think the question you had was focused on, am |
interpreting correctly, on the consunption end?

MR. REEDER  Ri ght.

THE W TNESS: Because in substitution in
producti on you have to sone extent these row crops and ot her
things that are not wheat at all, so there's nothing unique
in ternms of determ ning donmestic |ike product about the
ability of durumgrowers to nove to sone extent towards hard
red spring. They can also nove to row crops to sone extent.

On the consunption side, in the mxtures there's
no question that in certain adverse environnments sonetinmes
producers will especially abroad and in countries that don't
have demandi ng quality standards nove the mark a bit and
cheapen the product. There are conpetitive consequences to
that, and you see that npbst in status econonm es where there
are big deals nade one way or the other, one year to the
next .

| f the governnent is running out of noney and they
can't do a big quality wheat purchase to inprove their |oca
production of bread or couscous or whatever it is, what
we' re suggesting is that if you have a mxture required to
produce a bread there is an ideal point, and that
substitution around that point is not a major factor in
determ ning the demand.
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MR, REEDER  (kay.

MR. PETERSON. M. Reeder?

MR. REEDER  Yes? (o ahead.

MR. PETERSON: | think another thing, too, that

needs to be | ooked at is on our grain exchanges and
commodity futures. |[If there was so nmuch readily
substitution of hard red spring for bread products, if they
work the sane and it was just sinply a matter of price, then
| think it begs the question why can't you deliver
equi val ent proteins of hard red winter at M nneapolis and
vice versa, hard red spring to Kansas City, if they are
truly interchangeabl e.

MR. REEDER: | noticed in your petition you
i ncl uded wheat seed. Wiy did you do that? 1In other words,
we're tal king wheat growers and so forth, probably a
separate industry.

| notice in your footnote you said you were
concerned about in the case where you had a countervailing
or dunping duty inposed that there would be circunvention,
but, you know, there's not nuch nention here of wheat seed.

MR. PETERSON: M. Reeder, that's a good question.
That's truly, you know, where it was geared at was, you
know, a circunmvention in the case of duties or sonme kind of
tariffs along those lines; that it could be reclassified,
you know, on the export end as seed wheat. W knowit's
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actually mlling wheat.

Simlar to sone of the other confusion that takes
pl ace in the Canadi an system we have good quality mlling
wheats produced in the U S., but because there are different
varieties -- they produce the sane type of bread, but
they're classified as feed wheat in the Canadi an system

| don't know if Charlie has anything to add.

MR. HUNNI CUTT: | think that covers it. It was an
abundance of caution to nmake sure that everything was
covered because there is a possibility of novenent between
t hose HGS categori es.

MR. REEDER:. (Okay. One other issue on feed wheat.
Roughly ten or 12 percent of the hard red spring crop is
used for feed use. Are any of the inports of hard red
spring, Canadian hard red spring, are they used in feed, or
is all or nearly all of it going into mlling use?

MR. PETERSON: | woul d suspect, and | guess it
woul d probably take a little nore research on our part, but
| would suspect that all of it is going into domestic mll
use for food consunption.

There was, you know, in 1993 prior to the PO a
| ot of Canadi an feed wheat that did conme down into sone of
the feedlots. There was sone frost damaged and weat her
damaged wheat. | would say over the PO that all of it is
going into donestic food channels.
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MR. REEDER: Thank you.

MR. FEATHERSTONE: M. Payne?

MR. PAYNE: Thank you all for appearing. | just
have a couple questions on the protein prem umissue | guess
for M. Fisher and M. Peterson.

During the PO and specifically during the 2001-
2002 crop year, the yield of the crop grown in the United
States, did that have a higher protein content than was seen
either on average or in the few years prior to that? Has
there been an increased supply of a higher protein wheat?

MR. FISHER M. Payne, if the question is of the
Nort h Dakota or the spring wheat crop in general, | would
say no. The protein |levels have been about on average in
recent years or during the period of the PO.

MR. PAYNE: For the hard red spring specifically?

MR FI SHER.  Yes.

MR. PAYNE: If it's your allegation that it's the
inports that are causing the elimnation or the reduction of
the protein prem um what specifically about the inports is
doing that? |Is the Weat Board bringing in a higher
quantity or higher supply of the higher protein wheat? |Is
it just that the supply of the higher protein wheat is so
much hi gher now?

MR. FISHER In any prem um market, the bal ance

can be rather fragile. W're talking about wheats that are
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small in quantity here by conparison to the |larger class of
hard red winter wheat, for exanple. It does not take a | ot
to disrupt a protein schedule |ike that, so, yes, the
imports from Canada are going to by definition, since it's
spring wheat, are going to be toward the relatively higher
protein levels that are marketed within the U S. probably
somewhat equivalent to the U S. spring wheat |evels. That
sheer availability tends to danpen the prem um

MR. WECHSLER  That's an interesting question to
whi ch we' ve devoted actually quite a bit of tine and
research originating with the Canadi an Wheat Board website
and the academ c publications that they' ve sponsored and
publicized on it.

They had a very interesting study. The entire
structure of the Canadi an Wheat Board's pricing conpensation
-- not pricing, but conpensation systemfor Canadian farners
is based on the protein content of the wheat they turn over,
so they publish a schedule in which there's an initial and a
final paynent, and it is based on tenths of a point protein
di fference for whatever the specific wheats are.

They publish this in advance, and that is the main
signal, the market signal to the Canadian farners on what
wheat to plant and what inputs, fertilizer inputs and
what not, that can be used to raise the protein. Cdearly
they I ook at the premumthey get and produce to the point
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where they're going to maximze their inconmes fromthe Board
by doing it.

There's a study underwritten by the Board and the
Mani t oba RAC, Regional Agricultural Council -- | may have it
wong -- which studied a five year period in the late 1990s,
west ern Canadi an acreage al l ocation, and even within the
terms of putting aside subsidies, dunping, what we're here
t oday about, even within the terns of the market, their
concl usion was that there was a 20 percent overage in the
al l ocation of wheat to high protein wheats in western Canada
and that western Canadi an farners woul d have been better
of f, the whol e system woul d have been better off, with | ower
protein wheats. |'mnot saying |low protein. Lower protein
wheat .

That's clearly just an indictnment of these
bureaucratic set Canadi an Wheat Board protein prem uns. The
point is once you get that in the systemthere are two
reasons for doing it. One is that big bureaucracies that
have central control make big m stakes, and we pay the price
down here. The second reason is because the Wheat Board as
an entity is set up not to maxim ze incone of Canadi an wheat
growers, but sinply to maxim ze the turnover and not get
left with end stocks.

In other words, it's a wheat market agency
ultimately, even though it controls grower actions and
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incentives. They nove the wheat they get. It helps themto
have hi gher protein wheats to nove because in any crunch
t hey have they can sinply nove higher protein wheats into
| oner protein markets and have a marketi ng advant age.

There is a history of themfulfilling in various
situations contracts with over supply of protein, and in any
case they have systematically increased above free market
| evel s the supply of higher protein wheats in the world
mar kets and the U S. market, so that's where the protein
prem um have gone. They've gone into basically giving the
Canadi an Wheat Board a marketing tool, wheat protein.

MR. PAYNE: Thank you. Just one nore question on
this. You may have touched on it briefly in your |ast
response. |Is there a higher cost of production, a higher
grow ng cost, associated with insuring you get the higher
prot ei n wheat ?

MR. FISHER. M. Payne, the general cost of
producing a crop for averages would be quite simlar | think
from producer to producer, although those who own their |and
and ot her things have different sets of variables there, of
cour se.

Protein can be enhanced with inputs. The primary
one is nitrogen fertilizer. To the extent that fertilizer
prices fluctuate somewhat in the market as well, obviously
there's an additional cost in that. They've been rather
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high lately, but, yes, with inputs you can influence the
protein level, and there is an additional cost in doing
that, in enhancing that above what you m ght have as a yield
goal of an average yield.

MR. PAYNE: Thank you. That's all the questions I
have.

MR. FEATHERSTONE: M. Carpenter?

MR. CARPENTER  Thank you. | think I'd like to
start with a question that's actually been raised a couple
times already. | think this is Exhibits 2 and 3 that were
handed out, the color charts.

| guess ny confusion initially I was |ooking at
the black line, and I was assum ng that was U. S. demand, but
| guess what it is really is is it includes exports, so |
was just wondering. |If you were to subtract out exports,
could you give ne an idea as to what that Iine would | ook
like? Wuld it be fairly flat?

If it's possible to do that, if the data are
readily available, would it be possible to reproduce a chart
in your brief where you factor out exports?

MR. FISHER Certainly. M. Carpenter, that
information is readily available. There are some questions
sonetinmes on the USDA data as to its accuracy at sone
| evels, but it's the best we have. Certainly it is
r epr oduci bl e.
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There may be sone variation year to year, but we
do have USDA's donestic use estimates. There are also sone
estimates that would take out sone of the potential for
smal | non-food uses that would indicate actual m || demand.

Yes, | have in front of ne a chart that has that
information on it. W can nake that available to you
t hrough the formal process or however you wish to receive
it.

MR. CARPENTER  Ckay. That would be great. |'m
assum ng that demand for the final product, such as the
vari ous types of bread and pasta and so on, would be fairly
flat, maybe having a slight gradual upward trend over tine.
As far as you know, is that essentially the sane for the
hard red spring and the durum wheat, or do the demand curves
tend to fluctuate nore than the demand curves would be for
the end use products?

MR, FISHER Well, in ternms of the donestic use
for spring wheat and durum in each case the trend I would
say is up over the long haul. For the overall consunption
of red flour or let's say wheat based products in the United
States, | believe they reached a recent lowin 1972 and have
been in a general clinb out of that |ow point ever since.

There was sone pl ateauing again here just a few
years ago, but | think growh has resuned in that industry.
There's been an al nost steady, and we can nmake these charts

Heritage Reporting Corporation
(202) 628-4888



© o0 N o o~ wWw N P

N N N N N N RBP B PR R R R R R
ag A W N P O © 00 N oo O d~ W N - O

91
avai l able to you also. There's been a steady, gradual
uptrend in the donmestic consunption, which are those nunbers
you' re concerned about here, sorting it out of this line
that I had in both spring wheat and durum yes.

MR. CARPENTER | would appreciate that. |[If |
coul d back up to kind of a basic question that probably
everyone el se here understands, but | don't have a good
handl e on?

For the various types of wheat, in addition to the
hard red spring and durum and al so the hard red wi nter, but
as well the soft red wheats and the white wheats, what parts
of the country do those tend to be grown in?

MR. FISHER. M. Carpenter, we have a map, and in
fact | have a sanple card with nme in ny briefcase that | can
give you with all six classes of wheat and one of these so-
called dot maps, a map of the United States that wll
illustrate that.

Just for general reference, the soft red wheats
tend to be grown scattered across the states east of the
M ssissippi River. The duruns would be grown largely in
North Dakota with smaller anounts in Mntana, South Dakota
and a bit in Arizona and California.

The soft white wheats tend to be grown in the
Pacific Northwest states wth sonme in M chigan and New York,
and, of course, the hard red winters throughout the central
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pl ai ns states; Nebraska, Kansas, Oklahoma, Texas woul d catch
a vast mpjority of that.

Hard red spring wheat, about 50 percent in North
Dakota and the surrounding three states of Mntana, South
Dakota and M nnesota with a scattering across the Pacific
Nort hwest states, again a mnor anount.

We can make that nmap avail able to nmake that nore
conci se certainly.

MR. CARPENTER. | would appreciate that. That
woul d be hel pful.

Wth respect to the two products we're | ooking at
here, the hard red spring and the durum | get the
i npression then that nost farnmers would not have a choi ce of
pl anti ng these other types of wheat as an alternative to the
two that we're | ooking at here?

MR. FISHER. Essentially that is correct. There's
a small portion of southwestern North Dakota where the
growi ng season is mld enough, should | say, where w nter
wheats can survive, but it would amount to nmaybe one or two
mllion bushels of production per year in a state that
traditionally produces about 300 mllion of the other two
cl asses of wheat, so it's a very, very mnor consideration.

Yes. The answer is yes, spring wheat and durum
are the two classes of wheat that would tend to thrive in
t he area.
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MR. CARPENTER  Ckay. The marketing year for HRS
and durumis June through May. VWhat is the marketing year
for hard red winter? Do you know?

MR. FISHER In the USDA sense of it, they keep
track of the marketing years on exactly the sanme basis from
June. The wheat marketing year is established by USDA as
June through May 31.

MR. CARPENTER  Ckay. But the grow ng season
tends to be different?

MR. FISHER That's correct. These other classes
of wheat tend to be planted in the fall and fertilize over
wi nter and then are harvested. W can start harvesting
wheat in Texas in May, but the vast majority of the hard red
wi nter wheat crop would be harvested in June/July. Qur crop
is planted in the spring and harvested the sane year at
about a 95 day grow ng peri od.

MR. CARPENTER  Ckay. Another basic question
relating to the quality attributes of grade, protein
content, vitreous kernel content and dockage. Wo exactly
nmeasures those |evels and does the grading or whatever?

MR. FISHER In the case of export wheat the
Federal Grain Inspection Service, now known as G PSA, a
di vision of USDA, certifies each of those cargoes that go
out, but you may be referring to the anal yses or the
information that we have supplied you.
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Each year we conduct a survey of the quality of
the crop grown in our region, and in fact U S. Wheat
Associ ates provides one for the rest of the regions of the
U.S. also. Those are graded in labs that are either state
licensed or federally licensed | abs for the actual grading
data and ot her physical and performance characteristics.

In the case of our wheats, they are anal yzed at
North Dakota State University in their Science and Food
Technol ogy Depart nent.

MR. CARPENTER: Ckay. Maybe to put it another
way, I'mthinking nore in terns of in connection with how
t he products are priced.

MR. FISHER |If you have let's say a first
purchaser is deciding whether to buy U S. or Canadi an wheat,
and they're |l ooking at these different protein |levels and
vitreous kernel counts and so on. Understand, too, there
are differences. | guess if we could limt it just to the
spot market, although |I guess the Canadi an market isn't
typically sold in the spot market, or the different price
| evels for these different protein | evels and ot her
attri butes.

| shoul d probably back this into the country a
little further, as they say. At each I'll use the term
first purchaser, M. Carpenter. |In the State of North
Dakota, for exanple, the first purchaser is generally that
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country el evator where the farner first delivers his wheat.
That's his first point of sale.

There are these tests run for protein with a
calibrated, regulated protein tester. There are formal test
wei ght gui delines and equi pnment that is certified and
foll owed, but the grading may be a little bit nore on an
informal basis based on his experience in the grain trade.
That's where the ultimate first classification and grading
of the crop takes place accordingly. Those are the
characteristics on which he offers grain for sale in the
mar ket to prospective buyers.

MR. CARPENTER  Ckay. Thank you.

MR. PETERSON: M. Carpenter?

MR, CARPENTER:  Yes?

MR. PETERSON: Maybe just one nore addition on the
official G PSA inspection. You know, nost buyers can
request that on U S. purchases. In Canada, there's the
Canadi an Grain Commi ssion. | also believe there are sone
private inspection entities that do i nspect sone of the
exports comng into the U S., SCS.

We do have a private entity in the U S as well
t hat does inspect shipnents between origin and export
destination or donmestic mll, but a lot of tinme grain wll
be sold on sone sort of official certification; in Canada
either Canadian Gain Comm ssion or in the U S G PSA
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MR. CARPENTER  Ckay. Thank you. Like M. Diehl,
| al so had a question about exports. It's not too common
where we have a product where over half of one of the
products is exported and about a third of the other is
exported. | think, you know, even though obviously this
isn't a 201 we don't have to wei gh causes, but we do have to
| ook at the effects of other factors on the condition of the
i ndustry to sone extent.

In your response to M. Diehl, I think you focused
mai nl y on export volunmes. | was wondering about prices.

Can you coment on price trends over the |last few years?
Have t hey been stable? Are they increasing or decreasing?
Are there al so good, reliable data that we can use from USDA
that would at | east show unit values for the different types
of wheat that we're | ooking at for exports?

MR. FISHER. There is price data available. It
probably woul dn't be on a unit basis | don't think, but
there certainly are price data available from USDA to sone
extent, but also fromprivate entities that we could nmake
avai l abl e to you.

The export prices are a function of the market
here too as well, certainly, and established in the grain
exchanges and in the market here as well for the novenent of
U.S. wheat into the foreign market.

MR. CARPENTER.  Ckay.
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MR FISHER It's not a separate function | guess
is what |'m saying.

MR. CARPENTER  Any information that you could
supply in your brief regarding export prices or unit val ues
|'d appreciate seeing.

| also had a simlar question that M. Deese put
to you about addi ng wheat gluten to the product to raise the
protein levels. Both of us happened to work on a wheat
investigation sone tinme ago, and | recall fromthere I think
about 80 percent of U S. wheat gluten was used in the
production of bread, the other 20 percent for other uses.

| know | ooking at a | ot of |abels of bread
products and so on it's very common to see wheat gluten as
an ingredient on the label. | got the inpression it was
fairly common that mllers would add gluten to the product
to raise the protein |evel, although | guess it doesn't
necessarily nmean that, for exanple, in terns of substituting
hard red winter for hard red spring that in |ieu of buying
hard red spring you could sinply buy hard red winter and add
nore gluten to it.

It may be nore typical that what happens is the
protein level of the wheat is lowin a particular year due
to climate or soil conditions. The mllers would typically
have to add gluten to it to raise the protein |evel.

| guess that's an issue that I'minterested in,
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but | guess really in terns of substitution between hard red
spring and hard red winter 1'd be interested, and | guess
we'll hear testinony this afternoon and we can ask them
that, but I aminterested just in how common it is that the
mllers would view it sinply as a choice between buying hard
red spring or buying hard red gluten and adding gluten to
the product. | just don't know how common that is.

MR. FISHER M. Carpenter, in our attenpt to
answer the question earlier | felt like we probably didn't
have quite enough information to give a conplete answer.
Maybe it woul d be advisable if we sought some nore
information in the actual usage. | do not have that right
NOW.

It's always been ny inpression that it's not a
perfect substitute certainly, but one of those things that
are cost related and one of the alternatives certainly in
the mx. W'Il try to find sonme nore information on that
for you.

MR. CARPENTER  Ckay. Thank you. It m ght have
been you, M. Hunnicutt. |'mnot sure, but soneone referred
to increasing costs early in the presentation. | was just
wondering if the panel could el aborate on specifically what
costs have been increasing to the growers in recent years.

MR, HUNNI CUTT: It was ne, and | will defer to M.
Fisher. | was thinking of particularly nitrogen fertilizers
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and sone of the input costs that have been higher priced in
the last two years, but I'Il let himelaborate.

MR FISHER In ternms of rising, | need a little
bit of clarification. The factors that have been
i ncreasi ng?

MR. CARPENTER: Production costs, | guess.

MR FISHER Well, certainly --

MR. CARPENTER:. O transportation costs al so.

MR. FISHER One of the costs that certainly is
related to producer profitability is the cost of
transportation, but the nore basic inputs are market inputs
as well, so fertilizers, for exanple, tend to be sonething
that fluctuates on the basis of world petrol eumprices. The
fuel itself is obviously related to that and | and val ues.
W' ve gone through periods of depressed | and val ues and
declining | and values, but there is and can be certainly
appreciation in all of those costs of production.

| think while there have been variations and
wavering in that march, | think there's been a steady
increase in the cost of production over tinme. Those would
be the primary factors involved. Inputs, |and and
machi nery.

MR. CARPENTER  Ckay. Just one ot her question.
M. Wechsler, on page 14 of your exhibits your chart shows
that the premuns for the higher protein wheat in the nost
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recent period have narrowed. | guess ny question there is
are the prem uns supply driven?

In other words, | assune the protein |levels are
related to conditions such as growi ng conditions, clinmate,
soil conditions and so on. They're not cost driven. 1In
ot her words, there's nothing the farnmer can do specifically
to increase protein levels. |Is that right?

MR. WECHSLER: Actually, not quite. The answer is
conplicated. The protein will respond to input intensity,
particularly fertilizer and in certain situations irrigation
deci sions and things of that nature, so it's to sone extent
under the control of the farnmer.

It's also in response to your precise planting
deci sions, on what you put in the soil. The prem um
responds both to supply, supply conditions and conpetitive
conditions with inports.

There's never a situation in this industry or
virtually any other in which you can just say there's one
factor and only one factor of work. Wat is dramatic there
is the conpression across all the different prem umlevels,
protein |evels.

MR. CARPENTER: Do you have any theory as to what
the principal factor is that's causing the narrow ng of the
premunf? | nmean, do you think it's over supply, for
exanpl e?
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MR. VWECHSLER: Well, | think the big, big factor
t he 800 pound gorilla in this case, is the Canadi an Weat
Board and its nmoving from25 to 29 percent of the durum
mar ket and addi ng a couple of extra percentage points to its
already large, | think from20 to 22 percent of the hard red
spring market. That's the big factor.

The Canadi ans are known worl dw de. They put it as
high quality wheat. Now, that's been successively debunked,
and we haven't heard about that as recently. High protein
wheat is what they have.

We have high protein and all kinds of other wheat,
but we don't have a board dictating and tweaki ng and pushi ng
us into an unnatural proportion of high protein wheat.
That's what they have in their |auder, and that's what they
market. | think that is the big factor, and it's certainly
the factor that's reachable in this case.

MR. CARPENTER.  Ckay.

MR, WECHSLER 1'd like to make sonething clear as
an econom st. W never do univariant analysis. There are
| ots of supply factors, lots of demand factors. \Wat the
Conmi ssion has control over is one factor, or in this case
two, dunpi ng and subsi di es.

An affirmative decision in this case will not nake
everything rosy for wheat farnmers in the United States.

They still face a massive problemw th the Canadi an Weat
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Board's activities abroad. To sone extent, if you defl ect
t he Canadi an Wheat Board fromits activities inside the
United States without dealing with them abroad they will see
a displacenent of the injury fromhere to there. That's
tonmorrow s problemin another forum They're active on
that, or we're active on that.

VWhat we can do is renedy this particul ar el enent
and renmove a thorn that is particularly irksone when you
have other problens as well. No one has cone in here and
said this is the only problem before the wheat industry in
the United States.

| do want to make that clear. W show this
situation. A lot of it goes to the vulnerability, and
there's no question that a material portion of it is due to
t he subsi dies and dunping at issue in this case. There's a
ot nore, too, to the Board's activities beyond just
subsi di es and dunpi ng.

MR. CARPENTER  Ckay. Thank you very much for
your responses.

MR. FEATHERSTONE: M. Diehl?

MR. DIEHL: Just a couple of follow ups. Staying
wi th page 14 fromyour exhibits, M. Wchsler, it |ooks like
there is sonmething very different in that |ast year than the
others. One thing that occurs to ne is whether the drought
was in effect at that tinme for hard red wi nter pushing up
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protein val ues there.

| guess ny question is, and maybe | shoul d direct
this to M. Fisher and M. Peterson. The drought affecting
hard red winter, was that occurring in this [ast period that
we' re | ooking at, the 2001-20027

MR. FISHER: The major inpact on the hard red
wi nter wheat crop was in this current crop year, 2002.

MR. DIEHL: Ckay. Was there sone inpact in 2001-
20027

MR, FISHER | don't think so because the protein
| evel, for exanple, in the hard red winter crop | ast year
was right on the average, and that would not signify there
was nmuch of a drought stress inpact there.

| find that protein levels actually for the |ast
several years in the hard red winter crop have been bel ow
average, inplying certainly no inpact of drought and in the
northern plains of the U S. on average protein |levels as
well, so no excessive supply --

MR DI EHL: Ckay.

MR FISHER -- in either area there.

MR DI EHL: Ckay.

MR. FI SHER: But the Canadi an droughts | ast year
did induce significant protein increases in the Canadian
crop in 2001.

MR. DIEHL: Gkay. Thank you. One |ast question.
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M. Peterson, you tal ked about it's not only the quantity of
the protein, but the quality as well. If you could just
el aborate on that a bit? |If you're in a situation where
you're not having to use hard red spring in order to
i ncrease the quantity, could you el aborate nore on the
qual ity issue?

MR. PETERSON. Well, you know, that's a very good
guestion, M. Diehl. 1've spent a lot of time working with
some of our international trade teanms with sonme of the
donmestic industry cereal scientists down at North Dakota
State University.

There are a nunber of tests to neasure the
functional quality of bread wheats. You have the
farinagraph, alveograph. |In essence what all of themare
doing is adding water to flour, mxing it into a dough,
measuri ng how much strength it requires to mx that dough
how | ong you can mx it before the dough starts breaking
down, how nuch water you can add to that dough, you know,
for certain absorption levels. A lot of them have direct
i npacts on the final product.

You know, for specialty breads they like a | ot of
the noi sture, the volune, sone of the crust aspects. Shelf
life is extended with sonme of the higher absorption
products. Also, the growmh in bagels, you know, hearth
breads, just a |l ot of those specialty food products that we
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like a ot of chewy texture to. Those all cone fromthe
i nherent qualities in hard red spring wheat.

MR DI EHL: Ckay.

MR. PETERSON: Like |I said, we'll do sone nore
research on the wheat gluten issue, but |I think that's when
all the cereal scientists talk about it why you can't have a
one-for-one substitution with wheat gluten either is you
don't get those inherent quality factors. There's nore than
a quantity issue.

MR. DIEHL: GCkay. Thank you. Those are ny
guesti ons.

MR. FEATHERSTONE: Thank you all again for both
your direct presentations and responses to all those
guestions. W very much appreciate it.

W' ||l take a ten m nute break, at which point, M.
Cunni ngham if you could conme forward we'l|l proceed. Thank
you.

(Wher eupon, a short recess was taken.)

MR. CUNNI NGHAM  Good afternoon, M. Featherstone.

MR. FEATHERSTONE: Wl cone, M. Cunni ngham the
ot her M. Cunningham Pl ease be seated.

MR. CUNNI NGHAM  The ot her M. Cunni ngham
absol utely, the second string M. Cunninghamtoday. |'m
Ri chard Cunni ngham Steptoe & Johnson. | represent the
Canadi an Wheat Board. Wth nme is ny coll eague Matthew Yeo
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from Steptoe and Richard Bol tuck from Charles River
Associ ates and Dani el Summer fromthe University of
California at Davis.

|'ve been doing this stuff for 30 years and |
suppose | shoul d never be surprised at anything anynore, but
|'ve got to say this case really surprises me. It surprises
me, because of this case being brought at this tine. | say
t hat both because of the econom c situation that prevails in
this market, at this time, and al so because this case is
brought at a tinme when it flies directly in the face of a
maj or deci sion just nmade by this Comm ssion | ast nonth.

Last nonth, this Conm ssion decided a sem nal case
that's, | nust say, eerily famliar to this one. The case
was cold-rolled steel. There, you had before you an
i ndustry, whose situation was clearly not one of current
inmport caused injury. Inports were falling precipitously,
prices were rising rapidly, and those trends were forecast
to continue.

The injury of which the steel petitioners
conpl ai ned had occurred earlier in their period of
i nvestigation and there sure was strong evidence of that
earlier inmport caused injury. In fact, the Comm ssion had
just rendered an affirmative serious injury, not just
material injury, finding on flat-rolled, including cold-
rolled steel. But the Conm ssion's decision in that cold-
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rolled case was clear in two ways that are, | submt,
di spositive, dispositive of the case you have before you
now.

First, the Conm ssion determ ned that an
affirmative decision is not appropriate as to inports that
are not currently causing or threatening industry -- injury
and do not emnently threaten injury, even where injury from
inmports earlier in the PO was clear.

And second, the Comm ssion had to determne in the
steel case whether it nade a difference that the cause of
the inproved inport and price trends was the 201 order. And
it found that where such an exogenous factor caused a
substantial change in conditions of conpetition, the
Comm ssi on nust base its analysis on the new changed
conditions, not | ook back to the different world that
exi sted before.

Wth that in mnd, let nme turn to this case, and
|"d like to go through a series of charts with you. W have
handed them out to you. They're nunbered one through -- one
through 12 -- one through 12, with a little page of text at
the end of them 1'd like you to insert a separate chart
that we handed out on U S. hold-rolled spring planted
acreage as 9(a), so you know where you place it. Ckay.

MR. FEATHERSTONE: | think we've got that one, M.
Cunni ngham but not the big --
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MR. CUNNI NGHAM  The down paynent, but not the big
order, okay. QOops, what do we got?

(Pause.)

MR. FEATHERSTONE: Thank you.

MR. CUNNI NGHAM  The first set of charts |I'm going
to go through show sonewhat dramatically, | think, how this
industry and this market, like the cold-rolled steel
i ndustry and the cold-rolled market, is today denonstrably
not a market where inports are currently causing or
threatening material injury. And let's start with price.

The first chart shows the nonthly average hot-
rolled spring price received by farners during the period of
investigation. And | want you to |look at the right-end of
the chart, the current situation. You will notice that
prices have risen and have been rising, actually, since md-
2001, but they've accelerated that rise recently. The
| atest data fromthe U S. Departnent of Agriculture shows
prices about a little bel ow $3.50, higher than any point in
the entire PO .

The petitioners have given nore recent data in
their petition at page 35. The price is now at $3.50 to
$3. 75 per bushel for August production, far above the PO --
anything in the PO. And | mght add, if you would | ook at
Exhibit 1 fromthe petitioners earlier, where they have the
-- sonehow derived historic price levels on a dotted line
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for hard red spring a little bel ow $3.50, you now have
prices in this market even bel ow what they think is the
historic normfor prices. Cearly, pricing in this market
is not depressed now. There is not price injury of hard red
spring.

Simlarly, ook at the next chart for durum And
the durum prices have been increasingly rapidly since md-
August -- excuse ne, August of 2001. They have reached --
in the | atest USDA data, they've reached price for an
average for August of $3.50. Petitioners have noted in
their petition at page 35, that the end of August price has
risen slightly above $4.00. The sane points can be nade
here about these prices, as about the prices of hard red
spring. They are now bel ow -- now above every price point
on the entire period of investigation and they are above
what petitioners said in Figure 1 was the historical norm of
prices in -- for durum This is not a case where there is,
at present, any price depression, inmport caused or not, and,
accordingly, there is no price -- no valid price case here
at the nonent.

Let nme just pause for a nonent to tal k about
undersel ling, too. Qur econom st works nights and we've had
a chance to |l ook at the underselling data. The underselling
data is, of course, confidential. |'mnot going to go into
it in detail. However, you will find it entirely
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consi stent, remarkably consistent with the concl usion that
you' ve reached in the 332 investigation; nanely that as to
durum there is consistent uniformoverselling by inports;
as to hard red spring, there is predom nant overselling with
some mxture of a little bit of underselling sporadically.

There is not a price case here. This is not an
injury that can cone to you and say, we are being injured in
price or that we have a problemw th being undersold in
price.

Now, let's look at volune. Now, |et ne pause for
a nonent before | go to volumes on hard red spring, because
there is a statistical issue that the Conmm ssion staff
probably is already aware of, but let ne just point it out
to you. The HTS data contain wheat that enters the United
States, but is transhipped to the Carribean and to Latin
America. W have factored out that -- those non-U. S.
vol unes fromthe data, using data fromthe Canadi an G ains
Conmi ssion, which identifies those transient shipnents. And
we'd be happy, if the staff would Iike, to work with -- show
how we did it and nake sure you understand how we get to the
dat a.

Look at the current situation in inports of hard
red spring. Hard red spring inports, eerily like the
inmports in cold-rolled steel, have been plumeting. They
have plumeted from beginning late | ast year and they are
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now at the | owest nonthly point on the chart. There is, as
to hard red spring, no present case of increasing inports;

rather inports have fallen and fallen to the | owest point on

t he chart.

Durum i nports have begun also to fall in the nost
recent nonth -- in the last nonth of the PO. That trend
has continued after the PO. | don't have it on the data

here. The forecast by USDA for duruminports for the crop
year 2002, 2003, when put on an average nonthly basis, cones

out to a figure down sonewhat fromthe |ast entry on the

chart there. W have declining inports also there for -- in
durum ['mgoing to get back to the volunme issue in durum
|ater on, when | discuss it in some nore detail, with

respect to cause and effect.

| mght go back -- take you back to the nonthly
inmports chart of HT -- of HRS for just a second. |If | did
the sane thing with that as | just did with durum that is
factor in the projected USDA crop year 2002, 2003 inports
and put themon a nonthly basis, this would be down al nost
50 percent fromthat low-- fromthe figures for 2001-2002.
This is -- these are inports that are not going up. They're
goi ng down and they're projected to go down even farther.

Now, let's turn to donestic deliveries and the
picture there is also good. |In the next chart, Chart 5, we
show current U. S. donestic deliveries for the crop year
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2001- 2002. The way we have gotten themis we have taken
total donestic use fromthe USDA statistics, cranked out
inmports. And | mght say the inport -- cranking out the
i mports, as USDA gives them gives a sonewhat -- it's a
| arger anmount of inports than it should be and be totally
conpar abl e, because the inports contain inports of food that
contai ns wheat, which is not a |large part of the inports.
There's no reason to leave it. It varies fromyear to year,
so as to drop the trend. But, you should be aware of that
little ginmck there.

The trends, however, are significant here. Total
donmestic use less inports, that is U S. donestic deliveries
for durum next year will be up 12 percent. It will be up
six percent for the -- for the hard red spring. Substantial
gains comng for this industry. This is not an industry
that's injured today. It's not an industry that's
threatened. Things are getting better.

Now, let ne say just a word for a nonent about the
argunent of the petitioners here that, oh, yes, things are a
little better now, but -- in fact, they're a lot better, as
you can see -- but this is because of the drought. A couple
of comments on that.

First of all, the trends that | have tal ked to you
about are not caused by the drought. And if you turn back
to Chart No. 1, you will see that inports have been
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increasing in hot red spring, well, irregularly since August
of 2000 and pretty much continuously since August of 2001,
clearly long before the drought played any role. And you
may notice that they said, just in their earlier testinony a
nmonment ago, there was no drought in 2001-2002 and,
therefore, there's no drought in that year to explain what
was already a rising trend. | mght also add that the
begi nning of these trends at this early date precludes any
argunent that sonehow these trends are -- because of the
price trends or the inport trend |I'm about to show you, or
because of the filing of the petition in this case |ong
predates that.

Now, | ook at durum Durumis even clearer. You
| ook back about August, Septenber of 2001, the price
i ncrease begins and continues throughout the rest of the
period on the chart, clearly not caused by the drought. You
| ook at Chart 3, the declines in inport volunes have been
t aken pl ace since about Novenber of 2001. These are duruns,
then, that are not drought caused trends.

But even if they were, even if they were, for the
life of me, | cannot see how the petitioners here could
di stinguish froma | egal standpoint, the drought which they
say dramatically changed the conpetitive conditions here for
2002, 2003, with the 201 order, which changed the
conpetitive conditions in the steel case. The Comm ssion's
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obligation, where they have such a watershed event -- that's
the Conm ssion's term that's not ne making a pun on the
drought -- when it has a watershed event |ike that, the
Conmi ssion's obligation is to | ook at the post-watershed
event conditions and determ ne what -- or whether an
affirmati ve determ nati on should be nmade on the basis of
t hose conditions. The answer here is clear. There is no
possi ble affirmati ve determ nation on that basis. This case
shoul d be made to go away.

Now, let's, however, play the gane the way
petitioners want to play it and let's | ook back over the
period of investigation. And we're going to |ook separately
at hard red spring and at durum There is a threshold issue
as to hard red spring, however, and it's one that cane up in
t he discussion this norning, and that is |ike product. Qur
belief is that hard red spring is not a separate |ike
product, that it should be conbined at |east with hard red
wi nter and, nore appropriately, although not significantly
different, wwth all hard wheats. So, let nme turn to ny
col | eague, Mat Yeo, to talk just a bit about the |ike
product issue.

MR. YEO Thank you. W have a separate handout
on the like product issue. It says at the top, "hard red
spring and hard red winter, no clear dividing lines." |
think it was pretty clear this norning, really even fromthe
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petitioners own direct testinony, that there's a continuum
of non-durum wheats here. And the principle vertical factor
that defines that continuumis the protein |evel of hard red
spring, hard red winter, indeed of all of the non-durum
wheat s.

Now, hard red spring and hard red wnter are
nei ghbors. They're adjacent and an overl appi ng cl asses of
wheat on the non-durum spectrum |If you | ook at Exhibit 1,
which is attached to this, this just shows you the
di stribution of protein |levels between hard red spring and
hard red winter over a five-year period. You can see that
t hey have a very high degree of overlap, especially in the
12 to 14 percent protein range. Cearly, there is no clear
dividing line here with respect to protein between these two
cl asses of hard wheat.

Secondly, and again this cane out in the testinony
this nmorning, it is quite clear that the relative protein
differentials between hard red spring and hard red w nter
are probably the nost inportant elenent in deriving price
differentials between the two. If you look at Exhibit 2,
for exanple, and again we touched upon this this norning,
you can see quite clearly in the period 1996 to the nost
recent crop year, the current crop year as a matter of fact,
that the -- in effect, the protein prem um between hard red
winter and hard red -- and in this case, dark northern
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spring, noves in direct relationship to their relative
protein contents. So, this is principally a continuumthat
is defined vertically by protein and that is borne out by
the price.

But, |I think the best evidence of this is evidence
i ndeed that petitioners put in to sone of their petition
qguestionnaire responses. Contrary to their interpretation
of the very sane data that we are | ooking at, the prices of
the two class -- two classes of wheat, at the sane protein
| evel , are indistinguishable. And if you look at Exhibit 3,
Exhi bit 3 shows you how t he Kansas hard red winter 13
percent price conpares to the Mnneapolis 13 percent DNS
price over the PO. | challenge you to tell ne which one
has the prem um here. Sonetinmes one is up and the other is
down, and vice versa. There is no clear pattern to which of
t hese have the higher price.

| think even nore conpelling evidence of that,
however, is the next chart, Exhibit 4. Here, we have
adjusted for potential differences in transportation costs,
whi ch you woul d get in conparing M nneapolis to Kansas
prices. Here, if you ook at the prices at the sanme place,
t hese are northwest coast delivery prices, again, there is
very clearly no prem um between the two cl asses of hard
wheat at the sane protein level. This is going all the way
back to 1991. Sonetinmes hard red winter is higher
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sonmetinmes DNS is higher; no clear pattern. So, | think
that, you know, just froma strict price perspective, that
says a | ot about what the donestic |ike product here is.

But, let's |ook also at the Comm ssion's past
investigations. In 1994, the Comm ssion |ooked at this in
the context of a Section 22 investigation. It found in that
report that, "there is a high degree of substitution between
HRS and HRW depending on the protein levels."” Figure 1 of
that report shows, in effect, the non-durum wheat continuum
and its relationship to protein |evels and uses; no clear
dividing line. 1n 2000, in the Section 332 report, again
the sane finding borne out by interview and questionnaire
responses.

| think another good way of |ooking at this is to
pi ck up any USDA publication that discusses wheat: Weat
Year book, Wheat Qutlook. You just pick up any one at
random thunb through it, and you realize that in their
anal ysis of these two products, it's very clear how
i nt erchangeabl e and substitutable they are. For exanple, in
Wheat Yearbook 2001, sharply reduced hard red wi nter
production will lead to a higher proportion of hard red
spring use by bread makers conpared with the previous years.
And you pick up the next year, \Weat Yearbook 2002, food use
of the hard red spring is projected down, because the
inproved quality of this year's HRWcrop reduced the
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substitution of HRS for HRWin bread-nmaki ng. One goes up,
one goes down. It is the same year after year after year.

| ndeed, if you go back to the 1998 Wheat Year book,
two USDA econom sts did a study of the cross price
el asticity between hard red spring and hard red wi nter and
found that it was .746. This nmeans that if the price of
hard red spring rises by 10 percent, demand for hard red
winter will rise by seven-and-a-half percent. That is a
very high degree of substitution. Interestingly,
petitioners submtted this evidence in their 2000 332 pre-
hearing brief and this cross price elasticity figure was
cited by the Comm ssion then.

Anot her interesting piece of evidence is
petitioners own economsts. In a 1999 study of the proposed
Nort h Dakota wheat pool, Wan Ku from North Dakota State
Uni versity, whom petitioners have cited in their subm ssion
now, referred to North Dakota's "market share in the U S.
hard wheat industry” and denonstrated "the high degree of
substituti on between HRS and HRWwheat. Again, it's clear
as day, every economsts in this field understands that
these two prices -- that these two products are -- they're
just a variation of the sane thing, noving along a
conti nuum

| think that is in substantial part, you know, the
anal ysis here. But, if you just do even a cursory
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exam nation of the Comm ssion's six factor donestic |like
product test on the next page, again, | think it becones
clearly that these are a single |ike product.

And | want to focus here on just one point. They
have nade a lot of -- they put a lot of significance on
alleged "quality differences"” in the protein. It's not just
about the protein level, there's sone other inherent
characteristic of hard red spring protein that gives it
di fferent baking and different m xing characteristics.
Exhibits 5 through 7, attached here, just go through three
of those factors quickly.

Qur viewgraph results, this is basically a test of
m xi ng strength, you can see, you know, no clear dividing
line as you nove between the hard red winter and hard red
spring protein |levels. Sonme years, it's higher than others.
Two- t housand- and-one, for exanple, it's fairly flat; again,
no clear dividing line.

The next one, absorption rates, you get all kinds
of things going on. For exanple, in 1998, you had the
anomaly that in the hard red winter range, it was actually a
little bit higher at sone points. Two-thousand-and-one,
it's pretty flat and 2000, hard red spring was higher.
There's no clear pattern here, in these characteristics.

Lastly, the stability of HRS and HRW by protein
content, again, all kinds of variation, but the basic story
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is, you cannot clearly divide these two classes of wheat by
reference to the very characteristics that they have
identified as the defining characteristics that separate
hard red spring fromhard red wi nter.

So, | won't go through the rest of the six factor
test here, because | think it all shows pretty clearly that
there's a single |like product here. But, I'Il just, you
know, conclude by saying that this is a classic exanple of a
conti nuum product. One can no nore draw a |ine between HRS
and HRW than you can draw a |ine between 13 percent HRW and
12 percent HRW It's all on a continuum no clear dividing
line.

Mor eover, as Dick suggested, a |ike product
classification of HRS and HRWis the conservative concl usi on
here. | nean, everything that we've said about the
conti nuum applies with al nost equal force to the entire
spread of non-durum wheats, even noving into the soft
wheats. It all noves along a continuum of protein and ot her
factors.

Lastly, the Comm ssion has had sone recent
decisions in the in the agricultural products directly on
point with respect to donmestic |ike products. | would
suggest that the evidence in this case is even nore
conpel ling than the evidence that was before the Comm ssion
in the greenhouse tomatoes from Canada case, where the
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Comm ssion identified a quality continuum of tonmatoes.
Certain pasta fromltaly and Turkey is very nuch on point,
identifying the continuum of different pasta products and
characteristics, finding no clear dividing line. Likew se,
| ast year's spring table grapes fromChile and Mexico are
also on point. Al of this evidence is before the
Comm ssion and, in our view, conpels a donestic |like product
finding of, at a mninum hard red spring and hard red
Wi nter.

Thank you.

MR. CUNNINGHAM That in mnd, let's begin a short
di scussi on of why, |ooking at the period of investigation,
there sinply is no possibility of finding affirmatively as
to hard red spring inports. | would preface that by saying
that even if you | ooked at hard red spring as a separate
i ke product, the petitioners should be asked sone hard
questions about the last chart on M. Yeo' s group there,
where -- M. Yeo's group of charts, and you will note the
price trends there and you will not how simlar the price
trends are of hard red spring and hard red winter. One
wonders how, if inports are affecting hard red spring, but
not hard red winter, which would be the case if they were
separate |ike products, why on earth you don't have
different price trends.

Okay. Turn now to the charts beginning Charts 6,
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7, and 8, which are essentially designed to show you how
smal |l an inpact there is, how small a relationship to the
overal|l schenme of things that Canadian hard red spring
i nports are.

The first one, covering a slightly |onger period
than the period of investigation, shows the share of total
food use of the hard red wheat category, occupied by hard
red spring inports. Those are small shares. You may al so
note that there is no significant upward trend in that
little blip up in the last year; but, in general, flat,
maybe even slightly downward, depending on what you neasure
it from

| f you want to think about the market power, that
is the effect on price of the amount of Canadi an hard red
spring entered into the U S. market, perhaps a better chart
is Chart No. 7, which conpares the hard red spring inports
to the total supply of hard red winter and hard red spring
into the U.S., which includes all the production of the U S
and the carryover. And the share is so mnuscule, it's
sinply inconceivable it could have any price inpact, as we
wi Il show you; in fact, it does not.

The last chart sinply to show that it doesn't get
much better for them if you |look only at hard red spring as
a separate like product and look at it on the basis of
shares of total supply. Those are still awfully snal
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shares and no di scernible trend.

Speaking of trends, let's go to inports and let's
go to prices, and those are portrayed in Chart No. 9. Once
again, we see, as we sawin the earlier chart, there is no
declining trend of HRS prices in the United States market
over the period of investigation. That lineis flat to
slightly up. There is a declining trend in inports and
we've drawn the trend line there to show you that.

The final thing I would say to you about that
chart is that | defy you to draw a correl ation between the
nonthly inport volunmes and the nonthly prices. |In sone
cases, when inports go up, prices go up; when inports go
down, prices go down. In other case, when inports go up
prices go down. There just sinply is no consistent, even
renotely consistent cause and effect rel ationship there.

Let me turn now to Chart 9(a), which is the chart
| asked you to insert there, and these fol ks have tal ked a
| ot about acreage as an indicator of injury. Certainly,
that is not the case in hard red spring, and the acreage
t hr oughout the period of investigation planted in hard red
spring has risen sharply. Now, they have an expl anation for
that. They say, aw, the terrible inpact on -- of inports on
durum has inpelled people, farners to shift to hard red
spring. Put aside for the nonent that that pretty well
guarantees that you're |ooking at hard red spring as not
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i npacted and hard red spring, as a separate |ike product,
shoul d be the subject of a separate negative determ nation
under their theory.

But conme back to that. There are other factors
that influence these plantings. W're going to talk about
thema little nore in a mnute. But, in particular, at the
begi nning of this period, there was a very substantial scab
infection problemin durum which greatly reduced durum
planting at the beginning of this period shifted over, under
their theory, to hard red spring. That's the kind of
causation that these people don't want you to think about,
in ternms of shifting of acreage fromone wheat crop to
another. And I'll get to that in nore detail in just a
nmonent .

Finally, on hard red spring, |ook at your
underselling data. You will find the underselling data not
to be underselling data. You'll find it to be predom nantly
oversel Il ing data.

In short, |ooked at the way they want you to | ook
at it -- well, they sort of want you to look at it this way,
over the period of investigation, there is no basis for an
affirmative case. Al the trends go in the wong direction.
The vol une of inports of hard red spring is too mnuscule to
have an inpact on the hard red spring, hard red wheat
mar ket. There just isn't any case here.
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Let's turn to durum Now, we've put the sane --
the sane charts up here on percentage of total food use and
shares of total durum supply. Two points about these
charts. First, if you |ook at the percentage of total food
use for the percentage of total supply, you don't find
significant trends. You do find a blip up in 2001-2002 t hat
we're going to get toin just a mnute. But, secondly, if
you | ook at Chart No. 11, you wll find small percentages,
smal | percentages that don't conformw th their view that
t he power of Canadian inports in the durum market is such as
to have dramatic effects on price.

Now, let's conme to the chart that | think is the
nost significant chart for the durum case, because the durum
case, | submt to you, is -- viewed over the PO as a whol e,
is a causal link case, and there is no causal link
denonstrably. As we tal ked about a nonent ago, the one
pl ace where there is an upward trend, and they mlk it for
all its worth, of duruminports is in the crop year 2001-
2002.

If that is the case, then that woul d have
depressed the prices of 2001-2002, right? Well, wong. |If
you | ook at the chart here, the nost inpressive part of this
is that if you | ooked at those figures where the price --
where the volunme increase occurs, over the last crop year,
| ook at those bars and | ook atop what's happening to the
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price when the volune is increasing, the price is going
straight up. Inports of durumare not causing injury, even
in the year when the inports increased.

There are other reasons for U S. producers
problems with durumand for the increase in inports that
have nothing to do with price. And if you'll turn to the
next page, that page is taken fromthe Matzen & Koos study,
Exhibit 138 to the petition. You should read the text here.
It's dramatic. It's quite clear. It states sonething that
everybody in this business knows, nanely that there are
probl ens and i ncreasing problenms with durumquality in the
U S. market.

If you look at the chart, it couldn't be nore
dramatic. Starting in 1992 and continuing on down, durum
quality has just fallen dramatically. Listen to what the
mllers have to say |ater on here. They'd love to buy U S
durum but they -- and they do buy a lot of U S. durum but
t hey need Canadi an durum because of the declining quality
of U. S. durum

Now, let ne, also, advert, at this point, to two
other factors. First, the U S. crop insurance program has a
significant effect in certain periods on U S. plantings and
on what you plant. In nost periods, it's not a nassive
effect; but, at times, it gets out of joint and it does. It
has tended to favor other crops than wheat until the recent
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wheat bill, when they made it -- recent farmbill passed
this year, when they nade a specific attenpt to correct
t hat .

But, secondly, in 1999, there was a -- there was

an anomaly in the crop insurance, which is discussed in

detail in an article, which we wll -- I've got here
somewhere -- we will put in our post-hearing brief, a USDA
article. And I'll read you one excerpt fromit. "According

to the National Agriculture Statistics Service, 1999 pl anted
durum acreage in North Dakota, which accounts for over 75
percent of U.S. durum production, increased 450,000 acres
over the 1998 total of 3.0 mlIlion acres, in spite of the
fact that durum prices were five year |ows, because of an
anomal ous favorable to durum crop insurance programthat
year." If you |ook at their understanding of the shift from
durum acreage to hard spring acreage, that they try to pin
all on inport pressures, there is another pressure that
expl ains that kind of shift.

Were are we, then? W are at a place where |
t hi nk we can make a definitive conclusion that | ook at
during the period of investigation, there is no case here.
The trends are in the wong direction for everything except
t he one year of increase in duruminports in crop year 2001-
2002. And denonstrably, that was not an injurious increase,
because prices rose that year and have continued to rise
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since then on durum

Let me make two final comments now before turning
very briefly to threat. First, don't forget the substanti al
portion of U S. production that goes to exports. M. Sumer
is going to discuss that, bu let me say two things. First,
that has an effect on any analysis of farners' profits. |If
farmers are selling as nuch as 40 or 50 percent of their
wheat destined for export and you do an anal ysis that
doesn't factor in the performance of the export portion of
their operations, then you don't know what is affecting
their bottomline profits.

Secondly, the petitioners cite the Matzen & Koos
study, fromwhich | just gave you an excerpt there, for the
proposition that year on year, increases or decreases in
Canadi an inports, in both hard red spring and in durum
produce certain changes in the price; that is the price
woul d have been higher than it otherwise was if inports
fell, it would have been lower than it otherw se was if
i mports increased, okay.

You can't make that anal ysis w thout considering
exports, because the -- because, if inports decreased, it is
perfectly, to be expected, that U S. production that had
gone to exports would be shifted back to the U S. market and
vice -- if inports declined, vice versa. GCkay. Did 1 do
that right? If inports increased, then | ess would be
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exported -- or that nore would be exported. |[If inports
declined, then | ess would be exported. | get to this point
and | start to mx these things up.

My other comment is nore fundanental. | said at
the outset that this case was an even weaker one than col d-
rolled steel. Here, the petitioners are unable to show
current injury, can't even show inport caused injury during
the earlier part of the period of investigation. The nore
you listen to them the nore it's clear their concern really
is ancient history. Their price decline evidence relates to
the period 1996-98, entirely before the period of
investigation. See their petition at pages 51 to 52.

As to inport increases, they would have you | ook
all the way back to 1989. And the Koos conputation of
farmers' income |oss is based on conparing each year's
import volume with the level of inports in the 1989-90 crop
year. The nore you listen to and read their argunents, the
clearer it is that their real problemis that the U S
Canada renoved barriers to wheat trade back wi th the Canada-
US pre-trade agreenent. \Wheat inports did rose to a | eve
reflecting that absence of barriers and these fellows, the
donestic petitioners here, understandably would like to
reverse that. But, that's not the function of the
antidunping law. That has nothing to do with this period of
investigation. It has nothing to do with dunping. It has
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nothing to do w th subsidizati on.

My last very brief point is that there is no
threat here. They don't even argue threat seriously. Look
at the USDA forecast for the forthcom ng crop year
Clearly, things are going to get better. Look at all the
press, and we'll give you a | ot of press reports in our
post-hearing brief about how there's trenendous demand for
U. S. wheat, both hard red spring and durum Cearly,
there's no inport caused injury for the next year. That, in
itself, refutes any claimof threat that is immnent within
t he Conmm ssion's guidelines.

But even worse, there's not one iota of evidence
in here about what would will happen in the follow ng crop
year, the 2003-2004 year. There is just nothing adduced.
There's nothing on the record. 1In short, there's no
evi dence of any threat here and that is just not an issue in
this case

Let me turn now, if | may, to Dan Summer.

MR. SUMNER  Thanks. |'m Daniel Summer. [|I'm
Director of the University of California Agricultural |ssues
Center and I'mthe Frank Buck professor in the Departnent of
Agricul ture and Resource Economics at UC Davis. Previously,
| was here in Washington as Assistant Secretary for
Economi cs at the U S. Departnment of Agriculture, where | was
responsi ble for the work of the National Agricultural
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Statistics Service and the Economi c Research Service, which
we' ve already heard a | ot about this norning, and other
agencies, and for economi c policy counsel to the Secretary
of Agriculture.

| wel come the opportunity this norning to discuss
how U. S. and gl obal wheat markets function and why an
appreciation of the inplications of the global nature of
trade in wheat is critical to properly evaluating the
petitioners' allegations. But before review ng these
econonmi c points, let ne endorse strongly the inportance of
t he data and di scussion just presented by M. Cunni ngham
In particular, he has shown that recent data sinply do not
support the claimthat inports from Canada have harned the
econom c position of the U S. wheat industry.

Let me turn to four main points about the gl obal
market. First, we all know wheat is traded in a world
market. Prices of the various wheats, including hard red
wheats and durum nove together around the world, because of
mar ket integration. 1In short, bal ancing demands in supplies
of wheat globally directly determ ne the prices on markets
inthe US and abroad. It is these market prices that
determ ne prices faced by farnmers of the United States.

This is a view -- this view of the world wheat market is
utterly conventional. [It's universally accepted anong
academ ¢ and governnment specialists outside these
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proceedi ngs. And even the petitioners enphasize these
gl obal connections in their 301 petition and in M.
Wechsler's comments just a few nonents ago.

Qddly, the charts provided by M. Fisher, however,
seemto suggest that wheat prices in the United States may
be understood by |l ooking at the U S. internal situation,
whil e ignoring these global markets. As background, |'ve
subm tted a chart that shows the world wheat prices noving
toget her, U. S.-Canadi an wheat prices together with a sanple
of others. This is the standard chart out of the USDA's
Wheat Year book.

The second point is that the U S. and Canada are
both i nportant wheat suppliers in the international trade
market. We've heard this. It's vitally inportant. O her
maj or traders or exporters are Argentina and Australi a.
Russia and the EU al so export wheat. But even nore
significant in establishing the global supply and demand
bal ance is the influence of major suppliers of wheat in
durum produced in countries around the world for consunption
at home, in countries such as China and India; that is, US.
wheat exports, say, for exanple, to China, conpete directly
wi th wheat produced in China. China is the world s |argest
wheat producer after all and a major inporter. Furthernore,
the integration of global -- of the gl obal wheat market has

increased in recent years with the gradual reduction of
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trade barriers.

The other chart | have for you is a pie chart. It
shows that the small share of U S. and Canadian -- the snal
U.S. and Canadi an share of world production for wheat,
that's in the lighter colored bands, it also identifies the
very small sliver accounted for by Canadi an exports to the
United States, a share so snmall that it's sinply inplausible
that it drives wheat prices for the United States and the
wor | d.

Third, U. S. hard red and durum wheat producers
export upwards to half their crop. The Comm ssion, of
course, and we've heard this just a few nonents ago, cannot
ignore half the earnings of U S. |ike product industry and
the disposition of half the crop. Wen one sees wheat in a
field in North Dakota, it's inpossible to know where in the
worl d that wheat will be mlled, in the United States or in
one of the numerous inporting countries.

The United States -- the United States wheat is a
prem er successful export industry. In this respect, the
| i ke product industries the Conm ssion has before it
contrast sharply with the vast majorities of industries in
antidunping or CVD cases. That Anerica's wheat producers
are tied inextricably to a global wheat market is a
condition of conpetition that the Comm ssion nust consider
fully inits analysis. Mst U S. industries identified in
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other Title VII cases are strictly inport substitution
i ndustri es.

Fourth, because of integration of world markets,
even if the alleged subsidies in that alleged | ess than
normal -- less than normal value sales resulted in increased
vol unes of hard red spring and durum being sold in the
United States, the effect on wheat farnmers would still be
negligible. Any increase in Canadian sales within the
United States would reflect diversion in sales that Canada
currently makes in other markets around the world. As a
result of this diversion, the rest of the world outside of
North Anmerica would increase its demand for U.S. produced
durum and hard red wheats and U. S. produced wheats will nove
to these markets. U. S. exports will increase and the
wor | dwi de market equilibriumis reestablished. Since gl obal
supply and demand remai ns essentially unchanged, the market
clears at its original price, which is another way of saying
that U S. farners are left no less -- no worse off. The
effect on their total sales and prices is negligible.

In Exhibit 113 of the petition, the petitioner
submtted a 1999 USDA study, in which they replied. The
study is entitled "U. S. -Canadi an wheat trade, the

i ntersection of geography and economcs.” And | want to
guote just briefly fromthat study. It says, "The vol une of
U S. wheat inports” -- inplicitly from Canada, of course --
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"or the change in the volunme significantly overstates
associ ated shocks to U. S. markets, because Canadi an wheat
shipped to the U S. is no |longer available to third
countries. As third countries seek alternative sources,
demand for U. S. exports increases, partially offsetting the
i npact of inports. Wth the U S. exporting half of its
producti on and Canada exporting nearly 80 percent, world
trade will continue to be the nmajor source of shocks to the
North Anmerican wheat sector and North America wheat prices
will continue to depend chiefly on world supply and demand. "
This is a statenent that captures the consensus view of how
mar ket nmechani snms equilibrate the world market for wheat.

Now, |let nme nention very briefly two additional
factors that are inportant for understanding this case.
First, | want to reenforce the conpelling evidence presented
by M. Yeo. As we have heard, mlls can blend a w de
vari ety of wheats in various proportions and recipes, to
achieve final flour characteristics. They do this all the
time, thus tightly linking the markets around the world for
a wde variety of wheats. |In fact, based on conversations
with analysts at the USDA and el sewhere, this is exactly why
the USDA -- neither the USDA nor anyone el se breaks out
wheat production outside of the United States by cl ass,
apart fromdurum The gl obal wheat -- in the gl obal wheat
mar ket, it doesn't consider or even report data by classes
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as defined in the United States, because it's sinply not
useful for market purposes.

Finally, the petitioners have tried to claimthat
a decline in acreage planted wheat in North Dakota sonmehow
points towards injury. However, farnmers switch crops
readily, we've heard a | ot about that already this norning,
sonetinmes just before planting based on relative antici pated
profits and other factors. Land that is not planted wheat
is not left idle.

The anal ogy with plant capacity in a manufacturing
firmor underutilization of plant capacity sinply is not
true. A significant shift of |land fromwheat is accounted
for by, in recent tinmes, an enhanced profitability of
soybeans and ot her crops, and nuch of this is due to added
subsidy for soybeans. That soybeans m ght appear nore
profitable and adduce farners to shift |land of soybean
producti on away for wheat -- away from wheat says not hi ng
about injury that wheat farmers are suffering, and much | ess
about whether the inports from Canada are causing that
injury. Indeed, North Dakota |and prices have risen
steadily for a decade, reflecting inproved economc
prospects for the North Dakota crop producers. To interpret
acreage over tinme, the Conmssion will have to exam ne these
ot her crops that conpete on a year-to-year basis for |and
use.
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Thank you.

MR. CUNNI NGHAM  Thank you, M. Featherstone, for
bearing with us for a nonment there.

MR. FEATHERSTONE: Thank you, M. Cunni ngham and
to all the witnesses for your presentations. | know sone of
you have planes to catch, so what our plan here will be to
conclude the statenents fromthe North America MIllers
Associ ation and then we'll do questi oning.

But before then, let nme nake sure we've got our
record straight with respect to the exhibits. W wll
accept, M. Cunningham your group, eleven pages of charts,
plus additional Chart 9(a) as Collective Exhibit 3.

(The docunents referred to
were marked for identification
as Col | ective Conference
Exhibit 3, and were received
in evidence.)

MR. FEATHERSTONE: Then, we'll exhibit, M. Yeo,
your group of charts, eight exhibits, conparing hard red
spring and hard red winter, as Collective Exhibit 4.

(The docunents referred to
were marked for identification
as Col | ective Conference
Exhibit 4, and were received
in evidence.)

Heritage Reporting Corporation
(202) 628-4888



© o0 N o o~ wWw N P

N N N N N N RBP B PR R R R R R
ag A W N P O © 00 N oo 0o »dM W N~ O

138

MR. FEATHERSTONE: And in connection with that, |
noted on Exhibits 2 and 3, there's an abbreviation in the
title, DNS. Wiat did that stand for?

MR. YEO This, here, would stand for dark
northern spring.

MR. FEATHERSTONE: Dark northern spring, okay.
Thank you. You probably said that and | nessed it up.
apol ogi ze. And then, M. Sumer, your two charts, the
donestic and foreign wheat index, we'll take as Exhibit 5,
and then the pie chart as Conference Exhibit 6.

(The docunents referred to
were marked for identification
as Col | ective Conference
Exhibit 5 and 6, respectively,
and were received in

evi dence.)

MR. FEATHERSTONE: And if the group fromthe North
American M1l ers Association can cone forward now, we'l]l
take that testinony. Thank you.

MR. CUNNI NGHAM Wi le they're comng up, | just
want to say, I'mreally proud of nyself that I went all
through this thing and never once slipped and interpreted
HRS to nean hot-rolled steel.

MR. DIEHL: You did say hot-rolled spring, at one
poi nt ..
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MR. FEATHERSTONE: Wiile we're sw tching places,
et me just also nention one other possible concern, and
that is that a nunber of these exhibits have been in color,
whi ch are very dramatic and they're appreciated by us. |I'm
not sure how well they're going to copy as attachnents to
the transcript. So, you may want to include sonme of them
at least, with your briefs, as well.

(Pause.)

MR. FEATHERSTONE: Wl cone, M. Marten. Pl ease be

seat ed.

MR. MARTEN: Thank you. It's a pleasure. M nane
is Randy Marten. [|I'ma Vice President for MIler MIling
Conpany, based in Mnneapolis, and I'l|l take the opportunity

to introduce ny coll eagues in a nonent.

First of all, North American MIIling Association,
NAMA, represents 43 conpani es operating 167 wheat, corn,
oat, and rye mlls in 38 states and 152 cities. The
aggregate production of those mlls is 160 mllion pounds
daily. And to put that into a visual perspective, that
woul d be roughly 300 -- would nake 300 mllion | oaves of
bread, simlar to what's sitting over there. And this
represents about 90 percent of the total U S mlling
capacity.

| will be presenting testinony regarding hard red
spring wheat. And to ny right, David Potter, Executive Vice
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President, Anerican Italian Pasta Conpany, Kansas City, wll
be addressing durum And others participating in the
guestion and answer portion of our session will be John
MIller, President, MIler MIling, Mnneapolis; Jim Myer,
Executive Vice President, Italgrani, based in St. Louis;
and, also, lending their expertise this afternoon will be
Greg Viers, \Weat Purchasing Manager for Verilla Anmerica,
Ames, lowa; and G enn Zearfoss, Vice President of Logistics,
New Worl d Pasta, Harrisburg, Pennsylvani a.

Just briefly, MIler MIling Conpany is a
privately owned conpany. It was founded in 1985 by John and
a nunber of partners. W have mlls -- three mlls in the
United States: one in Wnchester, Virginia, about 90 m|les
fromhere; Fresno, California; and the State of Senora,
Mexico, a joint venture with a pasta conpany there. As a
matter of background and fromthe perspective from which
speak, and | was born and raised on a grain and |ivestock
farmin Illinois, still have a commercial non-working
interest in that farm And in nmy career, |1've had the
opportunity to be involved in grain nerchandi sing,
transportation, spent 10 years as -- in charge of purchasing
for the second | argest baking conpany in the U S., and nost
recently have been involved in the flour mlling business;
so, bring a bit of a diversity.

| want to just start out tal king about a topic
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that certainly has been on the table in front of us today
and that is the uses of hard red spring wheat. Hard red
spring wheat essentially has two definable uses. One is as
a product that is used to make a specific bread product, and
t hat was described this norning and sone exanples are over
there; in ternms of specific hard rolls, buns, Italian
products, Hoagi es woul d be nade al nost excl usively out of
hard red spring.

The other use of hard red spring is as a bl endi ng
wheat, and it is blended for two reasons primarily. One is
to meet the protein requirenment that a particular customner
speci fication may have and the second may be by request, in
that they feel there are specific quality paraneters that
are brought about by that. But the predom nant one is to
nmeet protein.

And | don't have this as a formal exhibit, so if
you'll kind of work with nme on this, to give you an idea of
how the bl ending works for mllers working with custoners,
if you start with a blank piece of paper and wite 11.4
percent protein in the mddl e of the page, and that is
essentially an average protein of flour that a pan bread
baker would Iike to receive to make a standard white bread -
- white pan bread | oaf of bread.

Now, to make that in 2001, and in the upper left-
hand corner, if you'll wite 2001 year, that's when the hard
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red winter crop was harvested, and wite 12 percent under
that, that is the percent of the wheat that was available to
us in Wnchester, Virginia, that was harvested in 2001 and
been avail abl e essentially for the last crop year. Now, if
you subtract 1.1 fromthat, that will be 12 percent |ess
1.1, that will give you 10.9. That is the differential
bet ween wheat to flour. So, when we take a 12 percent
wheat, we get a 10.9 percent flour.

Qur customers require 11.4. So, it was necessary
for us to add spring wheat to that, in order to get up to
t he custoner specification.

Now, up on the right-hand side, you'll wite 2002
and under that, wite 12.5. And that's the protein that's
avai lable to us this year out of the Kansas, Nebraska crop,
in our case, comng over the Chicago gateway going to
W nchester. Again, subtract 1.1 and you'll cone up with
11.4, which neans that in the majority of our bread
custoners, we are able to provide themw th the flour
protein that they require with 100 percent. So, in 2001 and
in previous years, where the average protein is averaged 12
or less, we have used any nunber of percentages of spring
winter. It mght be 60 percent winter, 40 percent spring.

It m ght be 80-20, depending on the individual custoner's
requirenents and the protein available in that crop year.

This year, we are using al nost exclusively w nter
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wheat to provide that. So, a situation of practica
substitutability, that is certainly existing in our mll and
| think that's also consistent with that's going on in the
i ndustry.

Let's address very briefly what does a baker want,
what do they define as quality. It can be sinply defined in
two ways. One is what works. They sinply want a flour that
will assist themor allow themto provide the product, to
produce the product that they are in the business of nmaking,
whether it's white pan bread or variety breads, Hoagie
rolls, whatever.

The second is consistency. And having been a
baker and now being on the other side and involved in sales,
| am constantly hamered with sort of an anal ogy that bakers
use, is | don't care what the quality of the flour you give
me, just nmake sure it's consistent. And the reason is,
they're operating m xers that have capacity for 800 to 1, 000
pounds of flour that's then m xed with water and ot her
ingredients. And they are conpleting the m x on each of
these m xers anywhere fromsix to seven tinmes an hour. And
so, they don't have the ability to adapt to a constantly
changing flour. So, they're |looking for a high degree of
consistency frommllers, in providing that flour to them
They define consistency as mx tinme being constant and
absorption being constant, so they can mx it the sane
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nunber of mnutes and they can add the sanme anount of water
each time on these doughs six or seven tinmes an hour; in
some cases, repeated 24 hours a day.

So, why do we and other mllers buy Canadi an
wheat? Again, to be sinplified into two reasons. One is
custoner perception. W, in fact, get requests for the use
of Canadian wheat. And | will admt that in some cases,
there is perception of Canadi an wheat having qualities that
may be reality, may be nore perceived; but that is, in fact,
the case. So, we buy Canadi an wheat to neet our custoner's
request.

The second is, in ny mnd, a higher degree of
consistency that is delivered and allows us to neet what our
custoners are continuously telling about providing thema
consi stent product.

And 1'd Iike to conclude with an itemthat was the
topic in earlier conversation regarding the use of glutton.
And, again, from a baking perspective, to maybe provi de sone
insight into that, glutton is utilized primarily for the
reason that nost bakeries have a Iimted anount of fl our
storage and can really only take one flour. As |'ve
descri bed here, they may take an 11.4 flour. But, they may
be maki ng products, such as hanburger buns, or hot dogs, or
other variety breads, that require -- or they would like to
have a higher protein flour, but they don't have the bin
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capability to take those additional flours. And so what
they do is utilize -- glutton, to supplenent the protein for
t hose specific products that they wish to make. So, they
m ght choose to use different flours, but the practical side
of their bakery does not allow that, and that's the gap that
-- glutton conpl ain.

Lastly, 1'd just like to say that with a | ot of
years of experience and, particularly, the last few buying
hard red spring wheat, we bought a ot of different wheats,
but, at no tinme, has there been a situation where | have
been of fered wheat at a discount to what | consider to be
t he prevailing market by Canada and, in fact, on several
occasions, have willingly paid a prem um because of the
perception, certainly it being driven by the -- our ultimte
baki ng custoner, but also the perception that the
consi stency was there and/or trying to neet other specific
qual ity paraneters.

So, gentlenen, thank you for your tine and Dave
Potter will now address the durum aspect froma mlling
per specti ve.

MR. POTTER  Good afternoon. M nane is Dave
Potter. |'man Executive Vice President at American Italian
Pasta Conpany, nore frequently known as AlPC. W nake about
11 different brands of pasta. There's a snmall sanpling of
it. W, also, produce nearly 60 store | abels across the
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country. Additionally, we're involved in food service, a
segnent of the market, as well as industrial ingredient,
where it mght be used in products such as Kraft or General
MIls that knead pasta into some of their products.

We have four plants: in Mssouri, South Carolina,
W sconsin, and soon in Arizona. W have a fifth in Italy.
Conmbi ned, our conpany has nearly a billion pounds of annual
capacity. |, personally, buy the durum wheat for our
conpany and | have done so now, this is ny tenth year. W
have integrated mlling operations with our pasta
facilities. So, we value the know edge and the quality of
t he durum wheat that goes into the process, as it relates to
the economics, as it relates to the quality of the pasta.

|"malso the current chairman of the Durum
| ndustry Advisory Committee. 1, personally, buy close to 20
mllion bushels of better mlling quality durum each year.

Collectively with ne here today is really the
strongest outpouring of support. In fact, we have four of
the top five, in ternms of size, pasta manufacturers in the
country represented today, which represents nore than half
of the total pasta production in the U S., probably closer
to 90 percent of the retail branded business. And with our
mlling partners, both independent and integrated mllers,
we have -- we represent today probably 80 percent of the
total durummlling capacity in the industry.
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"1l just point out, the reason | el aborate on
that is this is probably the single issue this industry has
agreed on in the 10 years |'ve been involved init. So,
that's how supportive we are. And, obviously, on short
noti ce, everybody dropped everything and canme running.

Qur nmessage today is clear. The U S. does not
produce enough quality durumto support our needs and the
ot her needs of the industry, that being export and I'|
el aborate on that in alittle bit.

Second point is, we absolutely need Canadi an
durum We buy for quality when we go to Canada and Canad,
in turn, is not dunping those values. W're here to tel
you this.

|"ve been around for 10 years, as | said, and it
seens |ike there's been an annual trade issue and a petition
agai nst Canada. And what we see is a billion points of data
shaked and baked and presented in different ways on al
types of theoretical, possible scenarios of causation. And
we ook at it and we say, hey, we're not econom sts. W're
t he experts of the users. W know what's really going on
out there. W're pragmatic. W needed the bushels
yesterday grind, we're grinding themright now, and we're
going to need themtonorrow and for the whol e next year.

So, our intent is sinply to drive hone those points and
hopefully set the record straight on what's really happening
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in the durumindustry in the U S. and, nore broadly, in
North Aneri ca.

If | could draw your attention to the graphs that
| handed out. The first graph here -- | guess, you know,

" mkind of sinple here. [|'mnot an econom st, but | do
like graphs. And | look at the inports in Canada, when
hear these clains of record Canadian inports, put it in
context of the U S. exports and you can see here that year
after year, we export anywhere fromtwo to five tines as
much of what's inported, okay.

"1l contrast that with our industry. W're an
extrenmely conpetitive industry. | haven't even net some of
t hese guys. These are fierce conpetitors |I've just net
t oday, some of them okay. For every five or six parts of
i nported pasta, there's one part of exported pasta, okay.
That's the intensity of our industry. |It's the exact
opposite of this scenario.

If you'll turn to the next page, in a typica
supply and demand equation, there's, of course, all Kkinds of
t hi ngs goi ng on and sonetinmes nunbers are forced and
whatnot. 1'd like to look at it and just say, year over
year, how nuch U.S. durum has been available to the industry
and to the different uses for the industry. So, the bottom
nunber is the beginning U S. inventory, the carryover from
the prior year, stacked on top of that is production. So,
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each of those years, how nuch was available to do with
what ever, okay.

But even with the "record Canadi an i nports" that
you don't see here directly and the best efforts in North
Dakota and ot her areas of the country that grow nore durum
sonetinmes, we just had repeated quality issues. Despite the
best efforts and the Canadi an inports, we see this decline
in carry out stocks, which is very concerning to us.

If you turn the page to the third graph, here, if
you go to the right side, just talk about the typical needs.
To ne, this is so easy to understand. |'mnot sure why we
keep getting everything twisted around. |If the mlls need
and the mlls do need about 70 mllion bushels of good
quality durum-- the export programin the US., we
apparently like to export about 50. That's pretty typical.
It can be down as low as 35 or 40. |It's been over 60, as |
showed on the first page. Carryover, you have to have a
carryover in every comodity. So, these notions | hear
about, well, you didn't add in the carryover. Well, you
need to have a carryover. There's a reason for a carryover
It's security. It's security of your food supply. On top
of that, the producers need sone seed to grow the next crop
and, invariably, in the quality, you' re going to have sone
that goes out as feed quality, at the very bottom of the
t ot em pol e.
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So, then you conpare with what's avail abl e each of
the years and you can see each and every year, there's a
pretty significant gap. Were is that gap -- where's it --
how is that going to be filled? It nust be inports. W
clearly need the inports at the macro |evel just to cover

t hese gaps.

Now, onto the quality. |If you'll open those
little quality -- the little grain deals there. | like a
little bit of show and tell. |'mnot going to nake you al

grain experts here today, but there's three fairly distinct
grades there. Then, if you |look at the graph, you can see
the red line. That's just what the U S. mlls need, if you
recall, fromwhat we just tal ked about. The stacked bar
here is fromthe North Dakota Wheat Conmi ssion's quality
survey. This is what they grew | ast year, broken out,
stratified by quality.

You can see the one hard anmber durum There's
five grades. You' ve heard a little bit about that today.
The top woul d be nunmber one. Only 32 percent of the crop
| ast year, 21 mllion bushels, net that grade, okay. That's
the nice pretty one there on the left, nice plunp kernels,
notice the color, nice golden color. |It's going to nmake
sonme real nice pasta. |It's consistently sized. There's a
| ack of damage. That wll m Il tremendously and make
beauti ful pasta. That's the pasta you want to eat, okay.
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The second category, how | ow do we have to go to
get enough to satisfy our needs? Well, if you went down to
two hard anber durum vyou'd pick up another 11 mllion
bushels. But, if you went down to three hard anmber durum
which is represented in the mddle -- the mddle of your
sanpl e there, you'd pick up another 15. Now, we're all the
way up to 47 mllion, conpared to the 70 that we need for
t he i ndustry.

What the North Dakota Weat Conm ssion is
suggesting is that we use everything, okay, which go all the
way over to the right side now, take a |ook at that. And
I"d like to ask each of you, is that the pasta you'd |like ne
to make for dinner for you tonight, because | don't believe
it is.

Additionally, in the bottom the seven and 21
percent, so 28 percent, the bottom 19 mllion bushels that
were produced | ast year had an incredibly high | evel of
vom toxin. W kind of skirted over this fusariumissue.
It's called fusarium heblight, also known as scab. And if
you have scab damaged kernels, you're going to create
vom toxin. There are very high levels of vomtoxin in each
of the last two years. So, again, we refer to this
carryover stock to make it through to the next year. How
much of the carryover stock is in the | ower grades that has
the vomtoxin? Vomtoxinis limted by the FDA to one part
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per mllion for food -- for food products; higher for
byproducts and whatnot going to mll feed. But, that --
there's alimt there. So, | don't suggest anybody nibble
on any of that on the right side at all. But, that's what
we're faced with.

Al so, one other thing I'd |ike to point out and
|'ve heard before in sone of the QQAs, on the North Dakota
Wheat Conm ssion's website and whatnot, that they refer to,
we're not buying quality from Canada. |In fact, over 50
percent of it was not the top mlling quality. Well, let ne
just put that apples to apples conparison. Wat they're
equating it to is the one hard anber duruns, okay. So,
that's the neasure. They only grew 21 mllion bushels, if
that's the criteria | ast year

Canada, if | can continue -- you know, | can't
comment on what the Weat Board activities off shores and
how all that works. Al we know about is really the U S.
pasta i ndustry and we need to have that grain. Wen we work
wi th the Canadi an Wheat Board -- well, | say, "we," we've
all agreed on it, we've tal ked about it, these are
prof essi onal sophisticated marketers of grain. They're not
giving anything away. And |'ve said before, if they're
dunping into the U S. market, |I'mthe worst damm pasta durum
buyer in the country, because we've never seen val ues bel ow
M nneapol i s val ues on a head-to-head conpari son, never.
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The fact is, we buy Canadi an durum on a consi stent
basis. The majority of our requirenments conme out of the
U S. But what we've found is in four or five
characteristics of quality, Canada is consistently higher,
test weights, |ower ash levels, |ess damage. You've heard
about clean and consistent, |ess damage, |ess shrunken and
broken, less issues in the grain, |ess stockage. It's very
consistent. It's a very steady supply of grain, which is
what we need for our markets.

What you hear a |lot about is protein. That's
because protein is the only quality characteristic out of
Nort h Dakota that consistently does better than Canada.

It's the only one. But, in pasta, once you get to a certain
m nimum | evel, protein above that doesn't really matter.
mean, we're all chuckling when we're tal king about one-tenth
and two-tenths over; they're over delivering; under
delivering. It's really totally inappropriate in our use
for pasta maki ng, okay.

In summary, Canada is not dunping durum wheat into
the US. US mllers do buy Canadi an durum for specific
qualities. The U S. industry desperately needs the Canadi an
durum access this year especially, because, as ny quality
chart showed, we have a smaller crop com ng and there is
many, many quality issues with it once again, and we have a
very | ow carryover stock
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Wth that, I'd |like to thank you for your
consi deration, and we're avail able for questions.

MR. FEATHERSTONE: Thank you, M. Potter and M.
Marten for your presentations. W'Il| accept your collection
of four graphs as Collective Conference Exhibit 7.

(The docunents referred to
were marked for identification
as Col | ective Conference
Exhibit 7, and received in

evi dence.)

MR. FEATHERSTONE: And then, if we could nmake room
around the table, nmake sure everybody has got a m crophone,
so that we can go into the questioning.

MR NA: This is Dong Jun Na with the Ofice of
| nvestigation. Thank you for appearing and your
testinmonies. | understand we have a time constraint, so
"1l make ny questions as brief and |imted as possible.

M. Cunni ngham you nentioned the transhi pnent
state -- transhi pnents of Canadi an inports.

MR, CUNNI NGHAM  Yes.

MR. NA: Wuld you be able to, in a post-
conference brief, provide data on that?

MR. CUNNI NGHAM  Yeah, we'll lay all that out for
you, how we did the conputations, where we got that data.

MR. NA: And, also, state whether the
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transhi pments include wheat only or also include wheat
cont ai ni ng products, too.

MR. CUNNI NGHAM  Yeah, we'll lay all that out for
you.

MR. NA: Thank you. And, also, in the post-
conference, please, if you would al so state what provinces
or areas of Canada that the CWB controls or operates with

MR. CUNNI NGHAM  Putting aside the word
"controls,” yes, I'lIl do that.

MR NA: I|I'msorry, for lack of a better word at
the tinme. And maybe al so include why the areas that are not
included in the CAB are not.

MR. CUNNI NGHAM  You nean what parts of Canada are
not included in the CWB and why?

MR. NA: Right.

MR, CUNNI NGHAM  Sur e.

MR NA: M. Marten, in your testinony, you
menti oned that hard red spring is used for breads and al so
in bl ended wheats. |Is there an approxi mate percentage of
HRS used in bl ends, as opposed to exclusively just for HRS
pur poses?

MR. MARTEN: |'m sure that data can be
extrapolated. | do not have it right now Jim could we
try to get that or --

MR NA: You will? GCkay, thank you, very nuch.
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MR. MARTEN: | guess | would sinply add, though
there is certainly going to be a high degree of variability
fromyear to year, based on the exanple | gave with the
changi ng prot ei ns.

MR. NA: Ckay. For HRS specifically, are you
trying to get protein -- a certain percentage of protein
| evel first and then supplenent it with HRW

MR. MARTEN: No. It's starting wwth HRW which is
the -- if you renmenber the two nunbers at the top, the 12
and the 12.5, that's the HRW nunber of which generat ed,
then, say, a 10.9, versus the 11.4. So, you' d need to then
blend a 14 or 14.5 spring with that, to elevate the protein
to the custonmer specifications.

MR. NA: Ckay. M. Potter, for specifically
durum do you do any bl ending with durumwheat -- with other
wheats to durunf

MR. POTTER  Absolutely. Wthout divulging our
trade secrets, I'"'mjust kidding, | will tell you that
because of the positive attributes in North Dakota durum
positive attributes that are fairly distinct to Canadian
durum and even in the dessert southwest, each region has
positive attributes that are fairly unique, consistently
year over year. Qur general strategy is one of a portfolio,
to source fromall regions and to blend them So, if you
get -- if you blend all the positive attributes of the
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different regions, we believe we get a nore consistent and a
hi gher quality product.

MR NA: And if you would al so be able to give us
an approxi mate percentage of how nuch durum wheat is bl ended
wi th other wheats, as --

MR. POTTER  Ch, no, no. Il'msorry.

MR NA: [I'msorry? You don't understand --

MR. POTTER  One hundred percent durum wheat, | ust
blend fromdifferent regions is what | was referring to.

MR. NA: Oher regions; oh, | see, okay. Thank
you, very much

MR. POITER | don't think | understood there.
Yeah, thank you.

MR. NA: Thank you. That's all the questions I
have for now.

MR. DIEHL: Hello, welcone, and thank you for

traveling here. [I'll try to keep it short, in terns of --
in light of time constraints. It would be helpful to nme to
have and set out in the briefs, I'lIl address this to both

parties, what is sort of the universe of products we're

| ooking at. For exanple, M. Mrten, when you' re having us
wite nunbers on the page, you're giving an exanple of a pan
bread. And what | don't have a good notion of yet, of what
-- what are the different nunbers that would be applicable
to a hearth bread, to a pizza dough, to bagels, to other
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products. And if you could set out what this universe of
products are, what percentage, nore or |ess, each makes up
of what's out there; and then, also, what is -- what are the
protein needs for each of those different products. And you
don't have to do that now, but you could have your people
set that out in the briefs, unless you'd |like to make a
comment right now.

MR. MARTEN. Well, | certainly could give that
description, but I think it would nake nore sense just to
look at it. And the reason | used the pan bread exanple, it
is by far the largest single itemin the United States and
everything el se sort of pales in conparison volune w se;
but, very easily can lay out the protein spectrum of
products and exanples along with that.

MR. DI EHL: Ckay, thank you. And | think you
said, M. Mrten, that you use -- when the protein val ue of
the HRWis high enough, that you used exclusively that for
the 2002 year; is that correct?

MR. MARTEN: Yes. W have many custoners right
now that we are using exclusively hard red w nter wheat and
it is working very well in their application.

MR DI EHL: Ckay.

MR. MARTEN: That wouldn't -- and that woul d not
have been the case necessarily a year ago.

MR. DIEHL: Ckay. |If M. Potter, or whoever is
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representing M. Potter, could -- if you could set out in
the brief nore about the vomtoxin or the fusarium whatever
it is-- 1"mnot sure I'"'musing the right term nology --
when those probl ens exi sted, what years you believe those
probl ens ar ose?

MR, POTTER Well --

MR. CUNNI NGHAM  Could I just --

MR. POTTER  Go ahead.

MR. CUNNI NGHAM  No, you go ahead.

MR. POTTER  As has been testified earlier today,
it's been an issue for many, many years and | think it was
quite a bit starting back in 93 and there was a lot of --
| ot of work done by the governnent and a cross-section team
t hr oughout industry and government, to work on the issue.

W saw it, and | nmay be getting nmy years a little confused,
but I think ‘96 was a bit of a breakout in North Dakota for
nore of this vom toxin.

We established very strict control processes and
incomng grain testing on our mll back in '96. W' ve seen
in the last two crops significant anmounts, probably nore
than back in 1996. This year, we suspect there's |ess
damage, but there's still a lot in the carryover, |
guarantee it.

MR. CUNNINGHAM | was just going to recommend you
al so pay attention to the scab. There's a study, which
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we'll be giving you, that says that in the years 1998 to
2000, the scab cost farners -- wheat farnmers in the U S
$2.7 billion over that three-year period, one billion of
whi ch was in North Dakot a.

MR DIEHL: Ckay. For M. Marten -- | nean, for
M. Potter, | understand that you need the Canadi an durum
in order to get the high quality that you need. What did
you do before the Canadi an i nports were avail abl e?

MR. POTTER W're only a -- what are we, 13, 14
year-ol d conpany, first of all. So, we were in a startup
node when | showed up 10 years ago and, at the tine, we
bought all of our durum from Bud, Buzz, and Marvin.

MR DIEHL: I'msorry, fron®

MR. POTTER  Bud, Buzz, and Marvin. They were
three different elevators, two in North Dakota, one in
Montana. At the time, we didn't need to do anything broader
t han t hat.

MR. DIEHL: Is there anybody with a | onger
production experience that could comment on that?

MR, ZEARFCSS: |I'mwith New Wirld Pasta. W've
been in the business --

MR DI EHL: |'msorry, could you just give your
nane, so that we get it on the transcript?

MR ZEARFOSS: |I'msorry. |1'mdenn Zearfoss from
New Worl| d Past a.

Heritage Reporting Corporation
(202) 628-4888



© o0 N o o~ wWw N P

N N N N N N RBP B PR R R R R R
ag A W N P O © 00 N oo O d~ W N - O

161

MR. DI EHL: Thank you.

MR. ZEARFCSS: We've been business for 70 years
and we're in a little bit different position, because we buy
our flour comercially fromsone of the folks at this table
and others. So, the source of -- the source of the product,
Canada or U S., isn't particularly inportant to us, but the
quality is critical to us. So, we task the mllers to
source it fromwherever they need to, to give us the product
quality that we need. And, perhaps, they can speak a little
bit nore to that.

MR DIEHL: Activate -- if you'll activate your
m cr ophone? Thank you.

MR MLLER |I'mJohn MIler fromMIller MIling

Conmpany and, sadly, ny history does predate the agreenent

wi th the Canadians. And so, you know, I'lIl say this with
sonme delicacy and given that it's so long ago, | don't think
the repercussions will be too severe.

The expectation of pasta quality in the United

States has consistently increased as the markets becone nore
sophi sticated, and it's because we've faced great pressure
fromltalian inports. | would say prior to the availability
of Canadi an wheat, there was sone acceptance of | ower
quality wheat into the systemout of a requirenent. And |
woul d say that the standards that we, as mllers, were able
to apply perhaps in 1985 are not standards that any of our
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current custoners would renotely accept.

|'d al so say perhaps that -- now, |I'd have to go
back and | ook at the statistics, but sone of the disease
characteristics that we've experienced in the last five to
10 years, and all the reasons for that others can go into,
but I think that there was less risk of that in sonme of
those -- in those prior periods.

But, I'd say the biggest issue is that we're not
able to utilize durumtoday and have market acceptance or be
conpetitive. But perhaps in those years, we m ght have.

MR DIEHL: 1Is also part of the picture that you
woul d have consunmed nore of the U.S. durum production;
whereas a |l ot is being exported now, perhaps you're keeping
nore of that here in the states?

MR MLLER 1'd have to go back and | ook. You
know, | don't recall specifically the percentages of export
relative to the donestic consunption. Certainly, U S.
consunption has increased dramatically since the periods
prior to access to Canadi an wheat, as well. But, | --
sonebody el se has to give you the statistic on that.

MR. DI EHL: Ckay, thank you.

MR. ZEARFCSS: d enn Zearfoss, again, from New
Wrld. There were sone years in the past when there was not
enough durum avail able, and |I'm going back to the ‘70s and
per haps early '80s, and, at that tine, we did blend sone
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hard red spring with durumwheat. And it's a huge issue
when you need to do that in the pasta business. Wat it
does is it makes -- product is softer, it's stickier or
starchy, not a good quality product that you' d want to put
your nanme on. At the tinme, we had no choi ce.

What ' s happened since that tinme -- and you, also,
have to change label, to say that it's not strictly senolina
that's in the package. So, there's huge issues of having to
do that, if we would have to do that. And you -- when we're
having to do sonething that the rest of the world doesn't
have to do, then we're also putting ourselves at risk to
Italian inports and other quality product com ng in.

And echoi ng what John MIler said, there is a
significant difference in the perception of quality and the
appreciation of quality in pasta products now, from when
t here was when we bl ended products back in the |ate '70s.

And if we tried to do that now, we'd have an upheaval,
consuner upheaval on our hands.

MR. DI EHL: Ckay, thank you.

MR. BAIR  Excuse ne?

MR DI EHL: Yes.

MR BAIR I'mJimBair fromthe North American
MIllers Association staff. | just wanted to add to your
previ ous question about fusariumor scab and damage
problenms. | just wanted to point out that, and you can get
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this on your own, but U S. Weat Associates, which is the
nati onal export pronotion branch of the wheat growers -- the
petitioners, in fact, are a major contributor to their
activities and major participant -- on their website, |
not ed yesterday data on their analysis of this year's durum
crop quality. And to quote, you know, fromthat report,
they stated that the average damage was 4.3 percent and
that's above the maxi num all owed in grade nunber two; that
is to say, the average of the sanples that they' re | ooking
for wouldn't even make one or two. So, if it's a bel
curve, then there are things significantly |ower than three.
And, in fact, they reported they had danage in sanples as
hi gh as 42 percent.

Well, | assure you that that wheat woul d be
unusabl e for any human food and will definitely go to
livestock feed. So, this is wheat that's not available to
t he mar ket pl ace and cannot be included as such. And that's
no different fromyear to year. | nean, we see that in nost
years, there is high damage, particularly, as they say, in
some of the eastern grow ng regions.

MR. DI EHL: Ckay, thank you. Another question for
M. Potter. | think you said that you find, in general, the
Canadi an durumto be a sonewhat higher quality than the
U S.; did | understand you correctly?

MR. POITER Yes, in many regards. It really
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depends on the characteristics. And | think -- again, we
were talking a little bit about this as an industry, that |
think the petitioners, | think other groups try to mnimze
or sinmplify what quality of durumwheat really is. And we
| ook at 10 or 12 different characteristics between when we
refer to "clean grain.” GCkay, nmaybe the protein is not
here, but | ook howclean it is. W can all |ook at an
of ficial grade sheet and evaluate how well that will mll,
okay.

So, you know, sonetinmes you just need protein;
ot her tinmes, you know, you're |ooking for a clean grain with
a high test weight that has little damage and little
shrunken and br oken, because all those bad things go right
out the back of our mll, okay. It goes through the
cl eaning operation and it just, fzzz, we're filling up
trucks for byproducts going out the back door, at a nuch
reduced val ue.

So, when | say "better,” | nean, yes, it's better
in many characteristics than North Dakota. North Dakota is
good in other respects. But, the bottomline is, you know,
they all bring positive attributes to the mll. W need it
all.

MR. DIEHL: WII you pay sonething of a prem um
for the Canadi an product ?

MR, POTTER  Usually --

Heritage Reporting Corporation
(202) 628-4888



© o0 N o o~ wWw N P

N N N N N N RBP B PR R R R R R
ag A W N P O © 00 N oo O d~ W N - O

166

MR DI EHL: Ckay.

MR. POTTER -- even for the sane "grade." And
that's the other thing that, again, is confusing and very
frustrating for me, is part of the grading systens are
different, okay. This very inportant hardness and vitreous,
t he H&V, al so known as color. That score in the Canadi an
one hard anber durum grade, that can go as |ow as 80, okay.
And in North Dakota, when we're quoting on a Mnneapolis top
mlling or choice grain, that's typically 90 -- 88 or 90.
Now, it's trying to get it down to 85. But the point is,
there's this difference and you say, aha, there's the
di fference, okay.

But, | would contend that everyone of the mllers
here woul d take an 85 Canadi an over an 88 to 90 U.S. grade,
only because of the different neasurenent systens, okay.

The Canadi an Grain Conm ssion, as they evaluate that grain,
is much nore stringent in the way they evaluate it. So,
over time -- am|l getting enough head nods here -- | think
you have a consensus. | nmean, so -- and then the
petitioners will use that fact, that, oh, boy, they're not
buying -- they're not buying quality; they're buying this

| ower col or stuff.

So, there -- you just have to trust us. W're the
users. W're the users and, you know, we grind it everyday.

MR. DIEHL: Okay. Those are ny questions. Thank
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you.

MR, FEATHERSTONE: M. Deese?

MR. DEESE: Good afternoon. M. Mller, M.
Marten, M. Viers, thank you for responding to the
Comm ssion's questionnaire. | understand that yours is
comng in, M. Potter. M. Myer, | think we have sent you
one, but you have not yet responded. So, would you pl ease
respond?

MR MEYER It will be there -- it will be in your
of fices next week.

MR. DEESE: Ckay, thank you. And M. Zearfoss, |
t hi nk you were not on our list. |If you have a card or could
you give nme your address before you | eave today?

MR, ZEARFQOSS:  Sure.

MR. DEESE: | just have one question really and it
really goes to all of the mllers. And if it would take too
much tinme, you can respond in a post-hearing brief. But,

t hat concerns the mechanics of how you buy wheat fromthe
donmestic industry and the Canadians. | nean, it was

menti oned this norning that Canadians are able to obtain

t hrough the Wheat Board | ong-term contracts, but the
donmestic industry isn't. So, would you please conment on
t hat aspect specifically and any ot her comments that you
think are relevant in how you buy wheat and how it differs

fromthe two sources?
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MR MEYER If it's okay, 1'd like to respond with
respect to domestic purchases. And Italgrani has a little
bit of a different perspective, | think, that ny other
col | eagues at the table, in the sense that we're a durum
mller based in St. Louis. W have a large m Il there.

But, apart fromny coll eagues here, we, also, have and own
three -- actually, four grain elevators in North Dakota. W
have owned and operated these elevators for the past 12
years and our strategy behind that is to be able to access

t he highest quality durum wheat avail abl e.

We have invested well over five mllion dollars
over those years in acquisition and inprovenents and
additions to those facilities. At each of those facilities,
we have between 250 to 400 individual farmer customers that
cone into our elevator to sell us grain. W're full service
el evators. W' |l buy canola, flax, spring wheat, durum al
the commodities that are grown by the farners. W have a
long-termrelationship with those farners. They trust us,
we trust them

Wth respect specifically to durum wheat, what
happens is the farners will cone in, |ook at the board
price, which is literally on the wall, of the price of grain
that the el evator wishes to pay that day. The grain sanple
typically conmes in. The farner will await for the grading
procedure to take place. And you'll measure hard vitreous.
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You'l |l measure noisture, protein |levels, and other things,
as well. You'll check for vomtoxin, to see if that is a
hi gh enough incident in the grain, because that neans a
substantial anount to the mller, in ternms of what you can
do.

The price is discussed and the farner may sell.

He may not sell. He may take that sanple to severa

el evators. There are many different elevators. Across the
state of North Dakota, there are, | believe, approxi mately
400 grain elevators. Sone of those are independently owned.
Sonme of those are co-op owned. Sone of those are owned by

| ar ger ag concerns.

We acquired our four elevators and operate them
again, strategically because we wanted access to hi ghest
quality durum Qur elevators are |located in areas that
historically produce a lot of durumand a [ot of high
qual ity durum

Getting back to the quality issue for just a
second, if you look at the last two crop years, and |I'm
tal king about the crop that was harvested i n Septenber of
2001 and the crop that's just been harvested in Septenber of
2002, and you | ook at those quality characteristics, | would
| ove to be able to buy all of that durumthat ny farmers can
sell to ne, delivered directly to ny plant in St. Louis and
grind it and to make flour for New Wrld Pasta. W sel
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sonme product to Barilla and to all of my other custoners.
The quality characteristics of the durumthat's being
produced by all of those farnmers that are part of ny
custonmer base, in total, does not neet the current
specifications that | need to be able to produce a senolina
that | can sell to ny custoners.

As a result, I'll buy that durum but it is
consi dered, for ny purposes, blending stocks. | have to
find some higher quality durumto blend with this | ower
quality durum in order to nmake specifications. And that is
an absolute fact going on in North Dakota today.

There are certainly pockets in North Dakota, there
are stations, there are elevators that have higher quality
durum and it depends conpletely on growi ng conditions, the
conditions when the grain was harvested, and these factors
are all part of it. Dave Potter, nyself, and Geg Viers, we
all know where those stations are. W're rapidly gathering
our intelligence about where the better stations are, in
terms of the higher quality wheat. Ooviously, those
stations are going to be very busy. W, also, gather a | ot
of data on which stations have the |ower quality wheat, and
we have to be very careful about where we buy.

MR. DEESE: You said that the grain el evator posts
a board price each day. Were do they get the board price?

MR. MEYER  They're based on a nunber of factors.
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They're feeling whether they're bullish or bearish, with
respect to the future trends of market. As was discussed
earlier, there is no organized futures market in durum
wheat .

The el evators are inherently long, relative to
their sells typically. And what | nmean by that is they're
buyi ng wheat today. They don't have it sold to a third
party, to a mll, for exanple, to Dave Potter. So, they
take -- they take chances with respect to what prices
they're willing to pay for grain today versus what price
they will ultimately be able to sell it at cone 10 days, two
weeks from now, when they've gathered a trainload quantity
of the grain.

They, al so, have to deal with the fact that
they're bringing in divergent qualities of grain constantly.
Farmer A cones in and he has sone very, very top quality
durum Geat, I'll pay a premumprice for that at the
el evator. The next farmer cones in and he has some grain
that on two or three attributes is rather poor. You'll pay
a discount for that and the elevator will consider bl ending,
totry to arrive at a average price that he can still nake
some noney at the elevator, when he sells to a Dave Potter
or Geg Viers or Italgrani.

MR. DEESE: And when you buy fromthe Canadi ans,
how does that work?
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MR. MEYER As you know, the Canadi ans have a
central desk. They do not |ead this market. W cannot
enphasi ze this enough, that they don't cone in and undercut
the pricing. They're very cogni zant of what the FOB
M nneapolis price is on wheat. And if Dave Potter is the
dunbest durum buyer, | guess nmy guy is the second dunbest
durum buyer. But --

MR. POITER  Thank you

(Laughter.)

MR. MEYER. -- they do not undercut the market.
They are very, very cognizant of what's going on in the U S.

MR. MEYER  But when you're contracting with them
you' re not going around and | ooking at individual sanples
and judging the quality, | take it. And it sounds --

MR. MEYER No, there isn't a need to, because of
t he consi stency of the delivery of what they deliver.

MR. MEYER  So, you contract for a certain -- your
contract is nore specific with -- in ternms of quality for
t he Canadi an product?

MR. MEYER. Sure. There will be a specific, maybe
one quad or two quad, and there will be an outline of
specific what the qualities are going to be in that train.
And it's very consistent that they deliver the quality that
they say they' re going to.

MR. POTTER Wuld you like some nore coments on
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t he mechani cs of that?

MR. DEESE: Well, | think it's useful, but | don't
know about tinme. |Is that okay?

MR, FEATHERSTONE: Sure.

MR. DEESE: kay.

MR. POITER Okay. Wen | go to the market, |
need sone grain. W buy in trainload quantities, going to
our two big mlls. And |l wll go around, typically, 1"'ll
make sone calls. W do sonme business directly with North
Dakota and Montana el evators. W work sonme in M nneapolis
Grain Exchange with nmerchandisers. W'Ill work with a nunber
of folks out in the dessert southwest and the Canadi an Weat
Board. And it is convenient, certainly, to nake one phone
call to the Canadi an Weat Board, where you nmake several to
the other places, but you'll ask for values. You'll ask for
offers. And you'll tell them what grade you're |ooking for,
for what tinme period. And you collect your information and
there's a bit of a negotiation.

Unfortunately, there's not a whole | ot of
negotiation with the Weat Board, because they're really on
top of their gane. They' ve |ooked at what their values are
relative to Mnneapolis, relative to other opportunities
of fshore. They're ver confident in their grades and the
quality and the values for that particular period. And then

we nmeke our deci sion.
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MR. MLLER Dave and | are a little different
than Jim W don't have originating grain facilities up in
North Dakota. W buy wheat from both Canada and fromthe
United States and our process is virtually identical in both
cases. W solicit offers and we specify what grade
requi renents we need on those offers. W go through the
of fers and go back to those that we think are, you know,
maybe the | eadi ng candi date that day, whether it's a
donmestic originator or whether it's the Wieat Board. And we
counterbid and we negotiate and try to reach a concl usion.

But, the process is very, very simlar in
pur chasi ng between the Canadi ans and the U S. for us,
because we don't have originating facilities. W don't have
sanples that we ook at. W buy trainload quantities, 50
car unit trains at the tine, that sort of thing.

You asked about the distinction between offering
and the deferred positions, though, | think -- which is
where you were going a little bit. It is frequent -- there
is a continuing trend anong U. S. pasta conpani es, that they
woul d I'i ke to know what the pricing of the raw material is
in farther and farther periods out, partially because |
think that their marketing prograns and their market plans
require themto have a know edge of what their pricing is
going to be in three nonths, in six nonths, in nine nonths
out, partly because of their risk nmanagenent on a commodity

Heritage Reporting Corporation
(202) 628-4888



© o0 N o o~ wWw N P

N N N N N N RBP B PR R R R R R
ag A W N P O © 00 N oo O d~ W N - O

175
i ke wheat. And they're continuing pressing us, as mllers,
to be able to give thema fixed price out into those future
peri ods.

Unfortunately, in wheat, in durum we don't have a
futures market. [|'m Chairman of the M nneapolis Gain
Exchange and we've attenpted twice to develop a futures
mar ket for durum and we've been unsuccessful. So, we have
to | ook how we can off lay that risk in a cash market. And
it's frequent that the -- that we're not able to solicit or
achieve offers on the U S. nmarket and deferred positions.
It's frequent that we can't do that in Canada either. But,
it is also frequent that Canada is willing to offer wheat in
deferred positions where we're unable to solicit an offer
out of the U S. So, it's frequent that if we're looking to
buy into deferred position, that the Canadi an cash market
t hrough the Wheat Board is the only offer that we have.

MR VIERS: Could | add to that just a little bit?

MR. DEESE: Sure.

MR VIERS: I1'mGeg Viers with Barilla Anmerica
We make what we feel to be high quality pasta. W're
actively buying durumin the U S. in all the durum produci ng
areas. The Canadi an Wheat Board is -- fromny perspective,
has been very tough to deal with. They are at the market.
They don't make the market. They, also, for forward

contracting, they charge a carrying charge. Sonebody nade a
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case earlier that there should be a val ue assigned to that
and fromwhat | have seen, there has been or there is a
val ue assigned to that. There is carrying charge that is
built in on forward contracts that | have nade with them

MR. DEESE: | have no further questions.

MR. PAYNE: Thank you all for testifying. | have
a few questions. M. Potter and any of the other pasta
producers or durummllers, pasta consunption in the U S.
has taken sone pretty significant declines in the last three
to five years, but we're not seeing conparable decline in
duruminports from Canada. You speculate as to why.

MR. POTTER  Pasta consunption -- Dave Potter
Pasta consunption on the retail shelf, it can be neasured in
alot of different ways. First of all, | think you need to
realize which products are being made with the senolina
comng out of the durummlls. Retail pasta is down
probably a couple of percentage points, as it relates to
t hese one-pound spaghetti and el bows on grocer shel ves.

However, I'min the industrial market. |[|'malso
t he general manager of our industrial markets. And in that
area, if you think about frozen pasta neals, canned pasta,
soup pastas, mac & cheese, m crowavabl e products, there's
actually been quite a surge in the |ast several years in
t hat whol e category and oftentinmes people don't realize
that's also pasta. But, it's in many other places in
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grocery stores, we like to say. And | think -- hopefully,
t hat answers your question. | don't think the category is
quite as declining as the nedium| represented to be.

Second -- so, therefore, | don't -- I'mnot sure
the question changes a little bit there. | just think the
increase in Canadian is just what the market needs and
especially on quality. Any other viewpoints there?

MR. ZEARFGCSS: As you | ook at the market, you,
al so, have to |l ook at not only the fornms of pasta sold in,
but where it's sold in, and there's a | arge anount of pasta
that's now selling through channels that it didn't sel
through traditionally. People are buying grocery products
in mass nerchandi sers and Super K-Marts and many of those
statistics don't always get rolled up into -- if you | ook at
the traditional IR and other data services, it doesn't
al ways include all of those alternate channels. Most
drugstores now have a small pasta section. So, it --

MALE SPEAKER W&l Mart does.

MR. ZEARFOSS: That's right. So, it's very hard
totry and -- you know, in the old days, when everythi ng was
grocery stores, it was nmuch easier to track that total
consunption. It's nmuch harder to do that now, sinply froma
fragmentati on of the market.

MR. CUNNI NGHAM M ght | just say, as | understood
what the gentl enen were saying, the demand here for going to
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Canada for pasta is not a one-to-one relationship with U S,
pasta consunption, so nuch as it is a relationship with the
avai lability of the adequate quality fromyear to year,
whi ch changes fromyear to year fromU. S. supplies. Wuld
t hat be correct, gentlenen?

MR. PAYNE: Thank you. | won't -- to follow up,
you don't have to answer it now. If you want to put
sonmething in witing, that would be fine. | would just
direct your attention to the Census Departnent survey and
manuf acturers data, which I am assum ng woul d capture both
the retail, the ingredient, and the mass nerchant markets,
and that does sone fairly significant declines. And if ny
assunption to that is capturing all of those channels of
distribution is not correct, if you could please provide
that, let nme know.

MR. CUNNI NGHAM  And M. Feat herstone has just
said there wasn't on -- a transcript didn't catch any
response to ny question to you about whether, isn't it true
that the demand for Canadi an pasta, there isn't a one-to-one
relationship with U S. pasta consunption, but while they're
a function of nore of the ability to get quality here in the
US And it didn't get an answer of that on the --

MR. POTTER  Dave Potter replied, that is correct.

MR. PAYNE: Just a couple of questions for M.
Cunni ngham  On your chart that you inserted, 9(a), the
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title says, "U. S. hard red spring planted acreage."” But, |
noticed on the Y axis, the units there are actually in
bushels. And so ny question is, that upward spike, is that
actually a trend in yield and production, as opposed to
pl ant ed acreage?

MR. CUNNINGHAM 1'mgoing to ask M. Yeo to
address that.

MR YEO As it was not ny chart, that may be
difficult.

MR. PAYNE: |If you guys could comment on that.

MR. YEG Can we get you an answer on that --

MR. CUNNINGHAM  We'l|l comment on that in the
post-hearing brief, rather delay the matter here. But,
we' |l clear that up

MR. PAYNE: Because, if the Y axis is bushels,
then yield and production is sonething different than
acr eage.

MR. CUNNI NGHAM  |I'm al ways bad on the footnotes
and the things like that. So, we'll clear it up.

MR. PAYNE: Two nore questions for M. Cunni ngham
You comrent in your initial presentation about how the price
increases for the hard red spring and | think maybe durum
but definitely hard red spring, had started to clinb in the
2000- 2001 crop year. You don't necessarily have to give an
answer now, but if you could elaborate on the possibility
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that some of that price increase is a result of the Weat
Board shifting exports fromthe U S. to Europe, which had a
particul ar poor year that year, and to what extent that
m ght be driving those trends.

MR. CUNNI NGHAM  We' ||l inquire about that and
respond to you.

MR. PAYNE: And then the |last question | have gets
to causation, and that is you' ve comented about the high
prices currently, right now in August, Septenber. There was
some -- there was pretty extensive coverage in the trade
press about a nonth ago when the Weat Board announced t hat
t hey woul d no | onger be pursuing export contracts, because
of the severity of the drought in Canada. To what extent
does the fact that if the Canadi an Wieat Board has all of a
sudden pull ed out of the market, relate as a one-to-one
direct cause for those price spikes?

MR. CUNNI NGHAM We' || give you a response to
t hat, too.

MR. FEATHERSTONE: M. Carpenter?

MR. CARPENTER: Thanks. | just had one question
for M. Marten. You said in your testinony that hard red
spring is used to nmake certain breads and al so for bl ending.
And then you said in blending, you start with hard red
winter and add in hard red spring to get to the desired

protein level. |Is that the experience of other mlls --
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flour mlls throughout the country or does that have
anything to do with your geographic |ocation?

MR. MARTEN: No, | think that woul d be consistent.
Certainly, every mll is going to have a unique situation
based on their location and their custonmer product m X.

But, with the exception of a mll that m ght be | ocated near
a New Engl and | ocation or upper northeast, where you m ght
have a high propensity of the hearth breads or the Italian
rolls, I would feel confortable that the mlls in the rest
of the country would use a predom nance of hard red w nter
and add hard red spring, to achieve their protein goal.

MR. CARPENTER  Ckay. Now, for the breads -- the
bread products that hard red spring is preferred for, is
there any bl ending involved, or do they just use -- do they
just make flour straight fromhard red spring for those
particul ar bread products?

MR, MARTEN: It is fromstraight hard red spring.
And if there is any distinction at all, it's that there
woul d be sone products that would require what is commonly
referred to as high gluten flour and that has a | ot of
different neanings to a lot of different people. So,
there's sone degree of caution there. But, a high gluten
flour is generally nmade froma 15 percent protein spring
wheat, which would nmake a 13.8 or 14 percent flour. The
average spring wheat that is utilized in blending is going
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to be roughly a 14 to a 14.5. Now, there may be sone
bl endi ng between the 14, 14.5, and the 15, depending on the
application, but it's all going to be 100 percent spring
wheat .

MR. CARPENTER  Ckay. Now, in your illustration,
where you said that the typical or the average protein | eve
required by bakeries is 11.4 percent and to get to that
level, it varies fromyear to year, depending on the
condition of the crops and so on. If -- | think in your
illustration you said in 2002, you had 12.5 percent protein
| evel for the wheat, which yielded 11.4 percent protein
| evel for the flour. So, does that nmean there was no
bl endi ng necessary, no necessity to blend in the hard red
spring?

MR. MARTEN: What it neans is that for those
custoners and in those applications, 100 percent w nter
wheat will neet their needs. And that is, in fact, nuch of
our experience, and that we have dramatically noved from
what | described as a year ago was probably an average of a
70 percent winter, 30 percent spring blend, to achieve the
protein goal, to now noving nore toward 100 percent w nter

MR. CARPENTER  Ckay. M final question is, this
may be difficult to answer and it probably varies from year
to year, but do you have any idea of what percentage of hard
red spring wheat is mlled into flour w thout blending and
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what percent is blended with hard red wnter?

MR. MARTEN: See, | think that was asked earlier
and we were going to try to get that --

MR. CARPENTER.  Ckay.
MARTEN: -- information.
CARPENTER:  Ckay.
MARTEN: Ri ght.

2 3 3 3

CARPENTER:  And if you could -- if that varies
fromyear to year, if you could get us an estimte for each

year.

3

MARTEN: We'll do our best.

3

CARPENTER: | appreciate it. Thank you, very
nmuch.

MR. MARTEN: | ndeed.

MR. CUNNI NGHAM M. Feat herstone, could | add one
point to the answer | gave for the question a nonment ago?
There are two points. One is, these are trends that --

t hese upward price trends in both hard red spring and durum
go back quite a while. They go back for at least for a
year-and-a-half. And so while there may be an additi onal
upward i ncrenment caused by a factor like -- a recent factor,
i ke you say, the trend is independent of that.

The second thing | would say is, to the extent
that one woul d accept the prem se that the Weat Board
wi t hdrawi ng from export markets -- and | don't know whet her
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that means U. S. market or other export markets, we'll check
on that -- but to the extent that the Wheat Board w thdrawal
fromthe market because of the drought constitutes a
fundanmental change in the marketplace, | think you're
exactly anal ogous to the situation you had in cold-rolled
st eel .

Because, renenber, cold-rolled steel, what
happened was prices went up. Wwy? The Conm ssion found
t hey went up, because -- in substantial part, because
i nports had been reduced substantially by the 201 renedy.

If inports are substantially reduced by the drought, each of
t hose constitutes the kind of watershed even that requires

t he Conm ssion to | ook at the condition after that, rather

t han goi ng back to the previous condition, at |east that
woul d be what | woul d argue.

MR. FEATHERSTONE: M. Diehl?

MR. DIEHL: Ckay. | saved a few questions for the
| awers. The mllers can stay and listen, if they want. |
don't know who has to catch a plane. |'mnot asking anybody
to |leave. M. Cunningham | think when you -- | think
heard you, |I'mnot sure, when you described Chart 3, which
were volunmes on hard red spring -- no, I'msorry, | should
have been tal ki ng about chart 4 which is Durham | thought
you said you wouldn't find any vol une increases.

But then, | think you also said in relation to
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Chart 12 that there were sone volune increases in the |ast
year for durumi nports.

MR. CUNNINGHAM In the |ast year clearly there
are volunme increases for durumcrop year over crop year.
What |'msaying is that those increases occurred early in
the crop year. It's been relatively flat through nost of
the latter part of the crop year with a blip up in April.
Then it has started to decline, and the forecast is for
further declines.

MR. DIEHL: Ckay. Thank you. The first couple
charts dealt with I think what you' ve described as either
flat prices or rising prices for durum and HRS

MR. CUNNI NGHAM Wl |, durumis a pretty
significantly rising trend and slightly up in HRS

MR DI EHL: Ckay.

MR. CUNNI NGHAM  Until recently when it noves up
nore sharply.

MR DIEHL: Al right. I1'mnot sure if you have
addressed the argunent of Petitioners that the injury and
price effects were already noticeable in the market prior to
this time period. |If you' ve addressed that, could you
repeat that for ne?

MR. CUNNINGHAM  Well, | don't think I've ever
heard of a case where the Conmmi ssion | ooked entirely to
price declines occurring entirely before the period of
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i nvestigation as to which certainly nobody is ever going to
have any finding that those price declines are due to
dunpi ng or due to subsidization. There will never be any
finding like this by any agency. There's no rational |ink
bet ween those price novenments back then and any all eged
present unfair practice.

Besi des that, where you have for a full three-year
period a stable or rising price level, it seens to ne that
t he novenents that the Conmm ssion | ooks at nust be the
novenents that are relevant to the current condition of the
i ndustry, and those are the novenents.

MR. DIEHL: Ckay. It would be helpful if both
si des woul d address the question you put out that you don't
think there's a case where the Comm ssion has found injury
or price effects that were existent before or during the
entire investigative period.

MR. CUNNI NGHAM  The only declines were before.

MR. DIEHL: What |I'minterested in is whether
there are exanpl es of where the Conm ssion has found injury
or significant price effects where those effects were
exi stent during the entire period and not necessarily
getting worse. If both sides could just weigh in on what
you know of Commi ssion precedent on that?

MR. CUNNI NGHAM  We'l| get the researchers on it.

MR. DI EHL: Thank you. For M. Yeo, it took ne a
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while to understand sone of these graphs.

MR. YEO |'mglad you understand them

MR DIEHL: |I'mnot sure | do still. On the
al veograph results, the Y axis is WERG over GM Do you
know what that neans?

MR YEO | believe, as | understand this, and you
will appreciate that I"'ma |lawer and not a mller. |
believe this is a neasure of resistance or strength in the

m Xi ng process. Perhaps soneone can opine on this for

clarity.

MR. MARTEN: That's correct.

MR YEQ Ckay.

MR, DIEHL: Wat is ERG?

MR MARTEN. ERG

MR. DIEHL: ERG? Ckay.

MR. MARTEN: It's a neasure of energy use.

MR. DIEHL: GCkay. And GMwould be granms? It is
ERG over GV

MR YEO What | can tell you is that this is the
manner in which it's presented in the annual U S. Wheat
Associ ates crop survey.

MR DI EHL: Ckay.

MR. CUNNI NGHAM  We'l| give you an expl anation of

MR, DIEHL: Okay. Wen |I look at the chart, if |
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take a line and | draw it at about 315 and draw it across
there, it looks as if all the values for HRWwoul d fal
bel ow that line, and all the values for HRS would fall above
that |ine.

My question to you is | think you characterized
this as showing a m xed picture, but yet there is one way to
| ook at this that would seemto show a distinction. Could
you address that?

MR YEO Well, I"'mdrawing ny 315 line right now.
My point was there. |If you |look at the protein continuum
if you | ook at the spread of protein, and that was ny first
chart, and see the degree of overlap and see how nuch it
varies fromyear to year you see a pretty consistent pattern
of novenment of the protein spectrum

Here |I'm sinply making the point that while there
is variation year over year you see a simlar pattern of
gradation across the protein spectrum | believe that is
the case, and again maybe sone of our w tnesses are better
positioned to answer this, but | believe it is the case that
t hese types of characteristics are principally a function of
protein and gluten content, so it's going to vary from year
to year, HRWand HRS, depending on their average protein and
gl uten content.

There may be other characteristics that are at

play here, but nmy point is it sinply follows a continuum
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MR. DIEHL: Okay. Does anybody want to comrent
further on that?

MR. MARTEN: If | may just for a point of
clarification? The data source is the U S. Weat
Associ ates, which is principally export oriented.

The al veograph is a very commonly used tool in
Europe and other parts of the world. The farinagraph is the
tool that's typically used in the U S. One of the charts
referred to stability, which is an outcone of the
fari nagraph.

MR. DIEHL: GCkay. | would just note that the same
basi ¢ observation seens to be applicable to the absorption
rates chart, Exhibit 6. |If you draw a line at about 61.5,
for three out of the four years all of the points for HRS
are above all the points for HRW

MR YEO Well, but you're --

MR. DI EHL: 1988 being the exception.

MR. YEO But you're continuing to nove off the
protein curve, of course. Unfortunately, Weat Associates
doesn't keep its data with an overl apping protein point for
this measure, for any of these quality neasures, so you're
continuing to nove off the protein curve, so naturally it
noves up a little bit between the HRWand t he HRS

MR. DIEHL: | appreciate that, but doesn't that

suggest that in fact there is a persistent protein
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di fference between HRWand HRS?

MR YEO |'mjust saying these characteristics
principally reflect the gradation of protein across HRW and
HRS. M basic point there was sinply you can't draw a cl ear
dividing Iine between those two cl asses of wheat with
respect to the protein content, especially because, as we've
heard, there's a huge anount of variability year over year.

MR. DIEHL: Ckay. That's a point that | think
maybe is not that clear on the record either way because |
think the testinony fromthe group of Petitioners in the
norning was that it's not just protein content. There are
gualitative differences.

| think you' re saying that these data | ook
di fferent because of the protein differences, so that's a
poi nt open for debate in your subm ssions.

MR. YEO Very well.

MR. DIEHL: GCkay. This is all the questions I
have. Thank you.

MR. FEATHERSTONE: Ckay. Thank you all very nuch
for your presentations and answers to the questions.

Ten m nutes, M. Hunnicutt?

MR, HUNNI CUTT: It's up to you. W' re ready now.

MR. FEATHERSTONE: No, no. If you're ready to go,
we'll continue with the closing statenents.

(Pause.)
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MR. FEATHERSTONE: Wl cone back, M. Hunnicutt.

Pl ease proceed at your conveni ence.

MR. HUNNI CUTT: Thank you, M. Featherstone. |
commend everyone for their stam na and thank you for your
attention. I'mgoing to nake just a few brief coments and
then turn nost of the factual rebuttal over to Neal Fisher.
This is Charles Hunnicutt.

First, | do want to say that any norning where |
have M. D ck Cunni ngham agree that there is a year in which
there is an increase in inmports in one of the |ike products
| consider a good day's work and will take what | can get.

Secondly, | will address the issues of cold-rolled
steel primarily in our post-conference subm ssion, but it
did occur to nme that, of course, as grand as Section 201
i npacts are and the escape cl ause nechani sns of the WIQ
they are not an act of God, and there are sone distinctions
to be drawn right away in that regard.

| also want to discuss one issue related to that
that we will also cover in our post-hearing subm ssion. As
M . Featherstone knows, -- the rest of the audi ence doesn't
-- I"ve left ny glasses at honme today, so | may get this a
little bit wong, but |ooking at the Septenber 24 MIler and
Baki ng News and a di scussion of recent senolina prices, the
guote is, "But since then, the dispute between the North
Dakot a Wheat Comm ssion and the Canadi an Wieat Board fl ared
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up again, and the CWB withdrew offers.” The reason we're
seeing the CAB withdraw fromthis market is in fact this
i nvestigation and not any other factors that are inpacting
on it.

Rel ated to an analysis of the drought, which is
the other factor there, | would again argue that | ooking
back to the historical patterns of the inpact of droughts on
this agricultural market are inappropriate nethodol ogy for
anal ysis even if they fall out of the period of
i nvestigation; not that you woul d expect an exact
replication, but in order to understand what a nornmal market
reaction to a drought situation would be, the last tine
you' ve seen that is 1988. The Conmm ssion should | ook at how
t hat epi sode played out in determ ning whether this is a
normal market reaction this tine.

| did want to nmention just in passing that Wan Ku
was cited as an econom st for the Petitioners. Wile Wan Ku
is an excell ent academ c ag econom st, he is not our
econom st. W have sinply cited to his academc work and is
not related to the Petitioners.

| also wanted to nention to clear up any confusion
that we're not arguing that all injury that has occurred to
this industry since the begi nning of the Canadi an-United
States Free Trade Agreenent is what we're arguing about
here. W are arguing that we have a strong case based on
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the period of investigation, but that one cannot ignore what
has led up to this situation. | think it's related in sone
ways to how a free market plays out in a commercial manner
in an agricultural comodity, and that's related to the
argunent that we've just heard eloquently put forward by the
millers.

| think there's an issue, a clear, fundanental
i ssue, of respect to the argunent of the mllers that the
entire so-called shortage or insufficiency analysis presunes
that the inposition of antidunping and countervailing duties
will elimnate Canadian inports. O course, this is not the
case.

The duties would shift share at the margi n back
fromthe CAB to donestic producers, but Canadian inports
woul d undoubtedly remain a significant portion of the U S.
mar ket for durum The prices would be somewhat higher
which results in an inproved donestic financial performance
for the U S. growers, but then there would be no shortage.
Mar kets woul d clear without the distortions introduced by
t he dunping and the countervailing duties.

| guess the only hypothetical shortage that I
t hi nk could occur that they could really clai mwould apply
to the total value of Canadi an wheat actually specified by
the mllers' custonmers each year. They have not given a
single custonmer who wll only use Canadi an wheat. They
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should list all of those.

They' ve not given the volunme of Canadi an wheat
specified to each custonmer to the exclusion of U S. wheat.
They should be required to do so in order to make this
claim That way the Conm ssion can verify the claimand see
what percentage of Canadi an inports respond to this
hypot heti cal, presently undocunented claimof a preference
for Canadi an wheat .

Wth that, 1'Il turn this final rebuttal over to
M. Fisher.

MR. FI SHER: Thank you for this opportunity. |
have several points. Many of the issues raised wll be
covered, as Charlie said, in the post-conference subm ssion.
Charlie covered a couple of the points that I was going to
make, so that's going to shorten this a bit, which will be a
good t hi ng.

On the issue of the Iike product issue between
hard red winter and hard red spring wheat, | find sone of
t he exanpl es that have been cited problematic, quite
frankly. 1'Il cite sonme exanples just fromtrade
experience. One, and | suppose one of the nobst obvious, is
t hat the Canadi ans very vigorously segregate their w nter
and spring wheats. | think there's sone evidence that there
is not the great degree of substitutability that was
referred to here in sonme of the coments.
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| also found sone of the exhibits in that
presentation nore than a bit flawed, or at |east the
interpretation of them Mybe that woul d be the better way
to say that. For exanple, in doing a |like protein or |ike
commodity analysis of the Pacific Northwest, few, if any,
custoners ever buy any 13 protein hard red spring wheat off
that market. Al of the proteins are oriented to the upper
end of the spectrum because that is the market. No one in
the Asian market is |ooking for |ow protein wheat. They're
all looking for 14s and higher, so that's a flawed exanple |
think that was cited there.

| would view the hard red spring wheat/hard red
wi nter wheat relationship nore conplenentary certainly than
substitutability. Also in those quality charts that soneone
made reference to earlier, Exhibits 5 through 7 | believe, |
t hi nk these actually draw very clear |ines between the two
cl asses of wheat.

An al veograph of 225 to 250 woul d be a disaster in
a spring wheat, and those are a reference to those charts,
whereas the average of a spring wheat crop is around 350 on
t he al veograph Wval ues, and they can be found in the U S.
Wheat Associates' information that he cited indicated out
into the 400 range.

On the absorption there's also clear separation,
and in the stability certainly when you | ook at these val ues
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while if we're not cereal scientists they may | ook |ike
they're simlar, they are not. In absorption, sonething
bel ow 60 or those that are above 60 in that exanple, and |
think that was Exhibit 6, those are extrene differences, and
there is no continuuml think as there was referred to
earlier.

| think another question m ght need to be asked
there. | didn't hear nuch di scussion about the industry
substituting CRAS or the Canadi an version of hard red spring
wheat for hard red winter in any of the discussion that you
just heard. It usually was a substitute for spring wheat.
| think that also is another one of the separations that
maybe shoul d be consi dered here.

In the area of price, sone of the fol ks have
commented that they weren't econom sts. That was apparent.
| don't know why a shortage does not incite sone interest in
the price. Wen you see prices as depressed as they' ve been
over the last four years, and three of those four years are
included in the PO, for that price not to flicker upward
even once during that period of these pronounced shortages,
| find that very interesting.

Also in that equation of the perceived needs of
the industry there was no desert durum the 15 to 20 mllion
bushels of U S. durumthat is of high quality produced in
Arizona and California. It was not given a nention in the
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equati on.

Also, in terns of that equation on the industry
needs no one needs a 40 mllion bushel carryover in durum
Pi pel i ne supplies have been as |ow as half of that, and
prices still did not respond, by the way, so | think there's
sonme overstatenent of the industry needs.

There is also an issue with the vomtoxin. If we
want to make this a debate in the public record about a
toxin in the food supply I guess we can do that, but maybe
that's not such a good idea. | think it's been overrated,
and | think maybe | woul d sanple that sanple that was passed
ar ound.

The protein issue sonetines is confused. |In sone
of the discussion we just heard, it was commented that
protein is an issue in durum The only tine | ever heard
that as an issue was when sone of the gentlenen seated here
made it an issue about three years ago when protein was a
shortage in durum Oherwise they're right. Proteinis
typically not a big issue. Mst of the |abeling that they
have fromtheir conpanies indicates a 12 percent product
content, and I think nost of the time the crop is consistent
with that, and there usually is not a problem except when
they vocalize it.

On the issue of the blended pastas with other
wheats, | think that is a phenonenon that has |argely
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passed. However, the representatives of this industry
vi gorously defended that when that was an issue when they
felt inclined to blend spring wheats or wi nter wheat farinas
with the senolina nmade from durum wheat .

On the forward contracting issue, this is a big
issue, and it definitely keeps prices flat. That's the
intention of it. There's a reference to a mnor carrying
charge that was nmentioned. |t has been hard to uncover any
evi dence of a neaningful carrying charge in that discussion
of any of the forward contracts that cone fromthe Canadi an
Wheat Board. |It's not a factor that's out on the table, or
|'ve not seen it, and it further inplies | think that this
is nostly about prices and keeping themflat rather than
about shortages and availability.

That's all the coments | have right now. | would
like to thank you for the opportunity to share sone of those
comments, and we will make a nore conplete report in the
post - conf erence subm ssion

MR. FEATHERSTONE: Thank you, M. Fisher and M.
Hunni cut t.

MR. CUNNINGHAM 1'Il be very brief, M.

Feat herstone. There are three or four points that | think
you should keep in mnd as you evaluate this case. First is
that every aspect of the injury that is clainmed by the
Petitioners turns on the question did inports depress prices
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or suppress prices in the U S. market.

| don't think that argument can stand on the facts
of this case, and in assessing that argunment, indeed
assessing the case as a whole, | think you should ask
yoursel f three successive questions.

First, is this industry today being hurt by the
adverse inpact of inports; that is, the current action of
inmports in the marketplace. That is, after all, the mandate
that this Conm ssion says that it has fromthe statute, and

they're right. | would refer you to Cold-Rolled Steel at

page 31 where the Conmi ssion quotes its nmandate as being to
| ook at the tine period that provides probative, reliable
data in as contenporaneous a tinme period as possible.

So let's begin again by |ooking at the current
period. | submt to you that you don't find any injury
caused by inmports. You don't find any adverse effects of
inmports in the current period. | think that is beyond doubt
on the record in this case.

Let nme pause there to talk about the role that the
drought plays in this. The role of the drought is it's what
the Petitioners offer to try to explain away the fact that
when you | ook at the industry now, the nmarket now, there is
clearly no adverse inpact of inports. It is on that point

that Cold-Rolled Steel is relevant because they are the

ones, the Petitioners, that are saying that the drought is a
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wat ershed event. It changes things so as to explain the
health of the industry. That's what the 201 was in Cold-
Rolled Steel.

Li ke the 201, the effects of the drought w Il
continue for essentially a year. As | enphasized earlier
today, there's no evidence as to what is likely to happen in
this market after that year. There's no evidence of any
i kelihood of injury after that year. It just says the 201
will continue until at least the mdterm approximtely the
same time fromthe Conmission's final determ nation in the

Col d-Rol | ed Sheet case, which is com ng up, until the

m dterm about the sane tinme |length as the drought period
will affect this crop year

Okay. The second question you should ask yourself
is is there any evidence, is there any real valid case here,
during the period of investigation that the action of
inmports during that period has caused material injury to the
donmestic industry. The trend analysis clearly refutes that.
Bot h products' prices rose during the period. In durumin
particular, prices rose significantly during the period.
Renmenber, the Petitioners' focus in this case is on inports
affect on price, and all of their other arguments of injury
are derivative fromthat.

Now, you al so have the underselling evidence
t hroughout the period, and you have it throughout the period
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because you have not only here what you did, not only your
guestionnaires here, but you have it in what you did in the
332. You will find that a case of rising prices in the
mar ket pl ace, no significant underselling by the inports and
all injury clainmed being derivative fromall eged price
effect. That's a case where you're conpelled to have a
negati ve decision. There's just nothing on the record.

That brings ne to the point that you nmade, which
is the third question, which is doesn't this case just boi
down then to the argunent that inports depressed prices, as
they put it, beginning in 1996 through Septenber, 1998.
That's the period they say in their petition. They don't
gi ve any evidence of how inports operated. They don't have
any analysis to that effect. They show a declining price at
t hat period. Ckay.

| submt to you, first of all, that that's the
guestion that the Comm ssion pretty squarely decided in

Col d-Rol I ed Sheet; that you don't go back and ask. That's

too long ago. It's not contenporaneous. It's the farthest
t hi ng from cont enpor aneous.

Finally, as | step back fromthis let ne just say
that | really do believe this is not a case about effects of
dunpi ng or subsidization on Canadian inports. The fact that
their basic argunment when stripped of all of the allegations
that are clearly refuted, the allegations related to their
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present situation, the allegations related to what went on
in the period of investigation, their argunent necessarily
goes to the change and the circunstances of trade and the
conditions of trade between the United States and Canada
that occurred during the 1990s when we had first at the end
of the 1980s the elimnation of barriers, of tariff barriers
to inports of wheat followed by a significant increase, as
one woul d expect in the inports of wheat, interrupted
briefly by the TRQ

Since then, and we'll give you sonme graphs and
sonme charts in the post-hearing brief. Since then what you
see is that inports returned to the |evel that they had been
before the TRQ®, as you woul d expect, and then they have on
bal ance stayed stable or gone down fromthat |evel since
t hen.

What this case is about then is the ascent of
inports to that level in a tine period that's not rel evant
to this investigation and for a reason, that is the
i beralization of trade between the U S. and Canada, that's
al so not relevant in this investigation.

Particularly in a bilateral issue as inportant as
wheat, we can't use the antidunping law to try to reverse
U. S. -Canada trade policy. What you need to do is do what
the Comm ssion traditionally does; |ook at present
condition, look at the period of investigation, |ook at
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trends in the period of investigation, |ook at underselling
in the period of investigation, |look at all the things that
so clearly in this case require a negative determ nation

MR. FEATHERSTONE: Thank you, M. Cunni ngham

Just a couple of real quick admi nistrative
rem nders. The deadline for the subm ssion of corrections
to the transcript and briefs in these investigations is next
Wednesday, COctober 9. If briefs contain business
proprietary information, a non-proprietary version is due
the foll ow ng day.

The rest of the schedule is uncertain at this
poi nt because the Conmerce Departnent has extended the tine
period for its initiation decision. Assum ng that Conmerce
does initiate that, the parties will be able to, if you
want, submt comments specifically on anything that Commerce
says in we'll say sonething |like two working days after
Commer ce announces so that everybody knows the date.

Li kewi se, as soon as we are able to set a date for
the vote we will imediately notify parties.

Thank you again for your participation. This
conference is adjourned.

(Whereupon, at 2:52 p.m the prelimnary
conference in the above-entitled matter was concl uded.)

I
I
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CERTI FI CATI ON OF TRANSCRI PTI ON
Durum and Hard Red Spring Weat

| NVESTI GATION NO.: 701-TA-430 and 731-TA-1019 (Prelim nary)

HEARI NG DATE: Cct ober 4, 2002

LOCATI ON:

Washi ngton, D.C.

NATURE OF HEARING Prelimnary Conference

DATE
S| GNED:

S| GNED:

SI GNED:

| hereby certify that the foregoing/attached
transcript is a true, correct and conplete record
of the above-referenced proceeding(s) of the U S
I nt ernati onal Trade Conm ssi on.

Cct ober 4, 2002

LaShonne Robi nson

Signature of the Contractor or the

Aut hori zed Contractor's Representative
1220 L Street, NW - Suite 600

Washi ngton, D.C. 20005

| hereby certify that | amnot the Court Reporter
and that | have proofread the above-referenced
transcri pt of the proceeding(s) of the U S

I nternational Trade Comm ssion, against the

af orenenti oned Court Reporter's notes and
recordings, for accuracy in transcription in the
spel I'i ng, hyphenation, punctuation and speaker -
identification, and did not make any changes of a
substantive nature. The foregoing/attached
transcript is a true, correct and conplete
transcription of the proceeding(s).

Lorenzo Jones
Si gnat ure of Proofreader

| hereby certify that | reported the above-
referenced proceeding(s) of the U S. International
Trade Conmi ssion and caused to be prepared from ny
tapes and notes of the proceedings a true, correct
and conpl ete verbatimrecordi ng of the

proceedi ng(s).

Bet h Roots
Si gnature of Court Reporter
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